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We find it unnecessary then to,
indeed we may not in accordance
with established iaw, inquire into
the constitutional questions raised.
Siler vs. Louisville & N. R. R., 213
U. 8. 175.

Let a decree in accordance with
this opinion be prepared and filed.

NINTH DAY.

. Senate Chamber,
Austin, Texas,
July 27, 1931.

The Senate met at 9 o’clock a. m.,
pursuant to adjournment, and was
called to order by Lieutenant Gov-
ernor Edgar E. Witt.

The roll was called, a quorum be-

ing present, the following Senators
answering to their names:

Beck. Parr.
Berkeley. Parrish.
Cousins. Patton,
Cunningham. Poage.
Gainer. Pollard.
Greer. Purl.
Hardin. Rawlings.
Holbrook. Russek.
Hopkins. Small.
Hornsby. Stevenson.
Loy, Thomason.
Martin. Williamson.
Moore. Woodruff,
Neal. ‘Woodul.
Oneal. ‘Woodward.
Absent—Ezxcused,

DeBerry.

Prayer by the Chaplain.
Pending the reading of the Jour-

nal of yesterday, the same *was dis-
pensed with on motion of Senator
Woodward.
Petitions and Memorials.
(See Appendix.)
Committee Reports.
(See Appendix.)
Bills and Resolutions,
By Senator Loy:
S. B. No. 10, A bill to be entitled

““An Act repealing Chapter 185, page
455, Acts of the Regular Session,

Thirty-ninth Legisiature, relating to
the right of foreign corporations to
own stock in and participate in the
management and control of domestie
corporations; and declaring an emer-
gency.”

Read and referred to Committee
on State Affairs.

Senator Excused,

On motion of Senator Moore, Sen-
ator DeBerry was excused for the
day on account of illness of relatives.

At Ease.

At 9:08 o'clock a. m., the Senate
stood at ease subject to the call of
the Chair, on motion of Senator
Woodward.

In S_ession.

The Senate was called to order
at 12:10 o’clock p. m, by Lieutenant
Governor Edgar E. Witt.

Notice of Intent.

Senator Williamson gave notice
that tomorrow morning he would
offer a regolution to discontinue the
hearings of the State Affairs Com-
mittee tomorrow afternoon.

At Ease.

On motion of Senator Woodward,
the Senate, at 12:05 o’clock p. m.,
stood at ease subject to the call of
the Chair. '

In Session.

The Senate was called to order
at 6:30 o’clock p. m. by Senator
Moorse.

Resolutions Signed.

The Chair, Lieutenant QGovernor
Edgar E. Witt, gave notice of sign-
ing, and did sign, in the presence of
the Senate, after their captions had
been read, the following resolutions:

H. C. R. No. 4. H. C. R. No. 5.

Adjournment.

On motion of Senator Pollard, the
Senate, at 6:45 o’clock p. m,, ad-
journed until 9 o’clock tomorrow
morning.
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APPENDIX.
Committee on Enrolled Bills.

Committee Room,
Austin, Texas, July 25, 1931,
Hon. Edgar E. Witt, President of the

Senate.

Sir: We, your Committee on En-
rolled Bills have had 8. C. R. No. 3
carefully examined and compared
and find the same correctly enrolled.

GREER, Chairman.

TRANSCRIPT OF TESTIMONY.

Monday, July 27, 1931, 9:30,
a, m.

The Committee on State Affairs
was called to order by the Chairman,

Senator Joe Moore.

Senator Gainer: I have for presen-
tation this morning a witness in this
case, and when you are ready to con-
sider that matter I would like to
present him, Mr. Ed. H. Mayer, of
Amarillo, I would like to present Mr.
Mayer this morning and hear his tes-
timony.

The Chairman: Mr. Ed. H. Mayer,
of Amarillo. Be sworn, Mr. Mayer.

(Thereupon, the witness was sworn
by the Chairman.)

Mr. Mayer: Mr. Chairman, Ladies
and Gentlemen of the Committea:
To me this is an opportunity to rep-
resent here before you the case or
position of the independent oil opera-
tors of this State, the consuming
public of the Stat: of Texas, and the
land owners of the State of Texas
and all of these cities and towns
throughout the State that are depend-
ing very largely on the prosperity
of the oil business, for their contin-
ued prosperity, and I sincerely hope
that I do not lose this opporiunity
or bungle it by reason of my failure
to cover the important phases of this
husiness in the State of Texas.

We are zll gathered together here
under a special call by the Gover-
nor to consider conservation. Now,
ladies and gentlemen, anyoze who
would refuse to give fair considera-
tion to, the conservation of natural
resources of this State, any wltness
who comes before you who refuses
to do that is an enemy of society. 1
hope to differentiate between the
practices that have been carried on
in the oil business under the name of

proration that I think defeats con-
servation in this State, and I hope
to be able to differentiate between
the conservation and proration, dis-
criminatory .proration that has been
practiced in this State for the last
two years and which has been ex-
terminating the independent produc-
er, which has been defeating the in-
come of the land owner in this State
and demoralizing the business of this
State. Now, you have to decide what
conservation is before you can legis-
late. I will give you the answer to
that. In the conduct of the oil busi-
ness in this State conservation is that
sort of legal regulation that will do
the greatest good for the greatest
number of people. Now, I think that
is clear,—the greatest number of
people engaged in the o0il buciness,
and for the consuming public who
are also interested in tle cil business
in this State. Proration, on the other
hand, as practised in the State, has
been diseriminatory, has been un-
fair, and has been illegal. Now, 1
hope to bring out the distinection
between the practices in the oil busi-
ness that will accomplisn tle resnlts
we are after, and that is conserva-
tion. In order to bring ou- those dis-
tinetly, and in order for you to pass
on them here in the Legislature, you
are going to have to know soimething
about the oil business, and I am g0-
ing to try as definitely as I can and
as concisely as I can to save your
time, to go through (liis business,
step by step, and show you what
the oil busines is in this State and
how you are affected as a consumer.

Now, I want to say first, that in-
dependent operators and land owners
in this State have a very narrow and
restricted view of their position in
this oil business. A great many of
them throughout the State do not
want legislation of any character
and in that regard they are stand-
ing on their personal and individual
rights to go broke, because the in-
dependent operators and the land
owners are subject entirely to local
conditions in the place in which they
live or in the counties in which they
live, while the major oil companies
operating in this State not only
merely regard that particular pool
48 a unit in their business, but they
regard the entire State of Texas as
a unit in their business, those big
companies doing a world-wide busi-
ness, therefore, the point of view
of the major companies doing busi-
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ness in this State and the independ-'

ent or home citizens producing oil
in this State and the land owners,
are entirely different. The major
oil companies wish the o0il business
to be brought under conirol,—there
is ne question about that. But they
would like to have it brought under
control under rules under which they
operate and by which the different
fields in this State and the State it-
. self becomes a unit in their opera-
tions. The independent oil man is
afraid of legislation because he only
knows local conditions and to him
local conditions are the market,
which is not correct. Now, there-
fore, you ladies and gentlemen, have
to view this thing first in a larger
sense, this business in a larger semnse,
both in regard to the local fields
and to the position of the State as
to the whole industry.

Now, let me state this to you {first,
that ten per cent of any commodity,
and oil is a commodity, that ten
per cent of any commodity controls
the price. Now, we are all inter-
ested in price. We can not legis-
late price, so we are informed, but
we are all interested in price, What
we want to know, as business men
and I am a business man in this
State that has got a million dollars
invested in this oil business, and
other lines affected by it,—what we
want to know as business men is
who is going to get this oil in Texas
and what are they going to pay for
it, and that is what interests the
folks all over Texas. Also, you want
to know what is the price of oil and
gasoline to be in this State, and what
is the least we are going to have to
pay for it. I will say to you that
ten per cent of any commodity con-
trols the price in this State, of any
big commodity. Now, thattis true
of wheat; that is true of cotton; and
that is true of oil. But I want to
draw this distinction about wheat
and cotton, because of the argument
that has come up here with regard
to price structures. That oil ig dif-
ferentiated from wheat and cotton
in that oil is not a crop in this State;
oil is property; it is property that
once found and seized and sold is
forever gone. Now, cotton and other
commodities are reproducable crops.
That is the reason why the efforts
to control their prices causes a stack-
ing up of supplies by year after year
production that breaks down any ef-

forts to legislate a price market,
but oil is property that once seized, -
possessed and sold is-forever gone,
so therefore you are going to have
to consider oil as property in this
State and keep that well in mind.
Now, why does ten Der cent of a
commodity control a world market,
or a market in the United States,
or any particular country? It is
for this reason. That whenever this
country produces ten per cent more
than is consumed of any commodity,
they have to ship that commodity out
to the world market and the price
is set by what the market will pay
for that commodity less the freight.
Now, whenever this country con-
sumed ten per cent more of any com-
modities than is supplied, then the
price is fixed by what other countries
will sell that commodity to this
country for, plus the freight. Now,
the ten per cent ratio is because of
the storage capacity of the commod-
ity. Having that in mind, that ten
per cent of any commodity controls
the price, then you should bear in
mind that there is no law of supply
and demand in this country with re-
gard to oil. The law of supply and
demand has been defeated and is
not operative. How has that been
brought about? It has been hrought
about through the fact that the large
major ¢il companies,—and I want to
say to you now that there is a split
between the major oil companies
which I hope to eclarify to you,—there
is a split in this country between
the major oil companies as well as
among independents on that matter.
The large major oil companies, by
a vertical set up,—what is a vertical
set up? That is through the con-
trol of subsgidiary companies, or
other agencies, first controlling the
leasing of land, the producing ot
oil from land, in another department
called the purchasing department,
purchasing of oil, carrying on a de-
partment for the transportation of
oil, having. another department for
the refining of oil, and then having
a department for the direct selling of
those refined products to the public.
That is a vertical set up. From the
production to the final dollar that
comes out of your pocket for the
product, That is the ideal set up
in any business for big profit. Now,
gradually over the last five to ten
years we have seen these giant com-
panies formed mostly by mergers.
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Some different companies have been
working in these different fields and
by merging they have got this big
vertical set up. The law of supply
and demand has been defeated here
by getting that ten per cent of oil
from foreign countries and bringing
it to this country to where it will
control the price, so the price struc-
tures are being depressed by the
importation of foreign oil,—and let
me mention right here that the big
major companies are also big pro-
ducers themselves in the fields,
through subsidy companies, it has
thrown the price structure directly
into their hands. Now, a law prop-
erly drawn and intelligently drawn
will defeat to some measure the gev-
erance of the value of this oil from
the land and onto the market. 1
think we can do that in the name
of conservation of the resources of
this State. We bhave heard here a
lot of talk about the market price
of oil, and the market price of crude
0il and its refined products. We
haven't heard much about the mar-
ket value of these articles. 1 want
to state to you that siatistics clearly
show, and mno doubt will be put
in your hands here, that there
has been no overproduction of oil
in this country, therefore, if there
is no overproduction of oil, there is
no reason at all for cutting the sale
price of these products, the sales
value of the o0il, and the intrinsic
value of this oil, or cutting that
away from the value of the land and
of the production in this State. Now,
I also want to state to you that
there is no such expression as '‘econ-
omic waste.”” That has been largely
used in the discussion of this in-
dustry,—economic waste,

Senator Martin: State that again.

Mr. Mayer: ‘There ig no such ex-
pression as economic waste. That
word has no meaning because when-
ever this State is producing oil at
ten cents a barrel, that i{s not waste,
because somewhere else, somebody
else, gets the benefit of that price.
It is not waste, somebody is profit-
ing by it. But, there is such an ex-
pression, ladies and gentlemen, as
economic loss in this State and that
is what I am going to discuss—eco-
nomic loss. There is a tremendous
economic loss in this State going on
that influences the prospects of this
State to the extent of twenty-five
per cent of its business. In other

words, by cutting the price of oil to
ten cents a barrel the prosperity of
tl_1is State was reduced by twenty-
hvg per cent and the immediate
gctlon of it was, and the reflection of
it was you were called down here
to meet in this legislative meeting
to see what remedy you could apply.
Now, the intrinsic value of oil is
gotten at very quickly. The intrin-
sic value of oil in this State is that
value at which any substitute could
be gotten to take its place., In other
words, the natural gas blown away
from these wells all over thig State
has got an intrinsic value. That
value is what it would cost to make
gas in this State to sell to the peo-
ple. Gas is made from coal and
coke and all, and ladies and gentle-
men, I used to manufacture gas in
this State and I can tell you that
it will cost at the plant seventy cents
per thousand to make gas. I manu-
factured and sold gas in this State
to your citizens and it cost seventy
cents g thousand to make that gas
w_hen we burned coal and coke and
oil and employed labor and built a
plant to manufacture the gas and
that cost seventy cents per thousand.
And the overhead cost of that gas
in the mains is a dollar per thousand
and this considering the fact that
that gas is worth less than natural
gas. Now, the intrinsic value of ofl
1s one of the things that we must
consider because these oil wells, most
of' them are going to be replaced
with shale oil. I went to Colorado
where they had put up a million dol-
lar plant in order to make shale oil.
That was some five or six Years ago,
.:md it was the agreed policy, that
Is about six or seven years ago, it
was the agreed policy of the United
States Government that the oil in
this country, that the end of the pro-
duction of oil in this country wasg in
sight. In other words, it would not
be but five or six years before we
would be out of oil and that we
would then have to turn to other
sources to get 0il. I went to Colora-
do and attended the oil men’s con-
vention, that was a convention of the
shale o0il men, in which I learned it
cost at that time four dollars a bar-
rel to produce it, and the expenditure
of millions in plants to produce it.
It was stated at that time by one of
the experts that at that time it was
costing four dollars and fifty cents
to produce shale o0il, but by the use
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of a little more modern methods the
cost could be reduced to four dollars
g barrel. At that time it was Dpre-
dicted that it would not be long until
oil would be worth and would be
gelling for four or five dollars a bar-

rel, and a great shortage was in
sight. ,
Now then, that national unrest

that happened at that time and the
apparent shortage of oil resulted in
this: geologists were employed and
went out all over the world to find
big oil fields, and they went all over
the United States in the hunt for
structures to produce oil, and then
out of that great campaign and em-
ployment of technical skill, together
with later oil field practices came all
of these new fields and also came a
flood of imported oil from South
America. That has been dwelt on by
these various speakers that have
been before you and I won't stop
and take up your time to go into
that. I take it for granted that all
of you know that there is ten per
cent of oil standing on our door step
from foreign countries that will con-
trol the price of oil in this country,
and therefore control production;
because when you control the price
" you control the production; you
either stimulate it or depress it. And
so then, this oil has an intrinsic
value to this State; it means some-
thing, it is something that should be
conserved, and it is going fast in
this State. It is an economical loss
to this State, not a waste, but an
economical loss to this State of its
most valuable heritage. I say to
you that this East Texas oil field is
worth five billion dollargs to this
State. I know that is a big figure,
but I could make it bigger. _Under
conservacion that wealth will f)e con-
served. I see no reason why this
State should take an economical loss
to benefit the whole world and that
is what is going to happen. I do not
believe we should take al]l of the
loss; of course, we are going to take
some, but as it is we are taking more
than our share and that is what 1
want to show here.

Now, there is another angle of this
thing and that is when folks in the
State of Texas come down here,
either singly or in groups and take
out a charter under the laws of the
State of Texas to go in business in
the State of Texas the integrity of

that investment here should be pro-
tected under the laws of this State.

This Legislature does not meet here
only to lay out taxes, franchise and
otherwise for these companies but
they also meet to protect the integ-
rity of financial investment in this
State, That is another matter I want
to bring out later.

Very briefly I want to touch on the
land owners aof this State. Partic-
ularly ‘they are subjeet to local sit-
uvations, and the independent pro-
ducers are subject to local condi-
tions, but the major oil companies
are not subject to local conditionsg
or any one particular field or any
particular state. Both those fields
and the states are merely units in
their world wide business. Also
there is another feature with refer-
ence to these cities, such as Amarillo,
where I live, and Wichita Falls, Fort
Worth, Dallas and the different
cities all over the State, they are
also subject to local conditions of
the oil business, as is reflected by
the prosperity in those cities which
has caused the building and expan-
sion of those cities in the last ten
or fifteen years.

My theory is to comserve as much
as possible so far as the State of
Texas is concerned. I think we
should preserve this priceless herit-
age by conservation and a prevention
of waste. Secondly that it is up to
this Legislature to preserve the rate
of exchange. Now, please under-
stand what I mean by that, the rate
of exchange as to the price of oil
and gas in this State. You cannot
legislate price but you can legislate
with the idea of the rate of exchange
in mind. Now what do I mean by
that. I mean simply this, that any
state or country prospers directly or
indirectly as to the rate of exchange
for the commodity it produces, wheth-
er wheat, cotton, oil, cattle or any-
thing else, that they prosper in direct
ratio to the price of those commodi-
tieg as compared to what they have to
pay in exchange for what they get.
I wil] tell you what the rate of ex-
change of oil is right now. Wahile
on this subject I might digress to
introduce myself a little farther to
you, by stating that when I got out
of school I was engaged for six years
in the manufacture of artificial gas;
then I was superintendent of a water
company, a municipal water com-
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pany; next I was superintendent of
an electric company; pext I was as-
sistant manager and result as en-
gineer for a refining company which
had nine big refineries located in
three different states; thereafter, I
bought a half interest, or forty-eight
per cent of a gas company in this
State and I operated that, and I am
now the president of six oil com-
panies in this State and omne hotel
company. I wanted to state that to
simply show the experience I have
had in this business. Now in pro-
tecting this rate of exchange let me
show you by going back to the re-
fineries, and tell you what I can
do. 1 can take twenty barrels,
twenty steel barrels and carry them
to the East Texas oil field, and fill
them with oil for two dollars, and
that is the sweetest oil ever pro-
duced in this country anywhere, with
the possibility of the Cattlemen Ket-
tle Hills oil in California. I can take
that twenty barrels of oil to my
refinery and refine it and get twenty
per cent 1lube oil, forgetting the
rest of it,—or to put it the other way
round,—I can take that same twenty
barrels and fill them up with 1lub-
ricating oil and ship them into this
State, and for this product for which
I have paid two dollars I can get
one thousand and eighty-four dollars
for sales to the folks in this State
of Texas. Now, at that rate of ex-
change this State cannot survive in
the oil business; it has given its oil
away that makes possible that sale.
I am going into that a little later
on.

First preserve that priceless herit-
age; second protect the rate of
exchange; and with that thought in
mind with your legislation, and I
hope that you will protect the public
agzinst high priced structure on gas-
oline and other refined products.
How are you going about accomp-
lishing that? Simply when you leg-
islate bear in mind that legislation
wants to be aimed at keeping in
business the independent producers
and refiners in this State, because
it is because of them that you are en-
joying gasoline at ten cents a gallon
today; and that fear they are under
will be passed and they will be able
to get the oil and you will be able
to build up more industries. In other
words, the oil will be refined in this
State instead of going out and you

will get the benefit of it. Now,
ladies and gentlemen, I have been

talking to you about the different
phases, the economic phases of the
oil and gas in this State and how
it affects the consumers of this State
and how it affects the biggest In-
dustry in this State and its rglation
to the outside market. If I have not
made anything clear to you I hope
when 1 get through with my talk
that you will question me directly
about it. Now, I want to go into the
practical sgide of the oil and gas
business from the operators’ stand-
point, and that is the phase you
are going to have to understand,
because after all no matter what
kind of legislation you are going to
put over it is the machinery of the
application of this legislation that
either beneficially affects the busi-
ness or depresses it; so that the
machinery of any legislation you may
put into effect would, in the last
analysis govern to a large extent
the measure of prosperity of the oil
business in this State.

Now if you will permit, I do not
wish to impose on you by taking up
your time, but if you would permit
me about a ten-minute discussion of
the oil busginess, in other words, the
A, B, C's of the oil business, be-
cause I have worked in every depart-
ment of the business for many years,
it might be that thereafter you will
catch the distinction of the meaning
of some of the laws that are applied
to the oil business and the rules and
regulations that are applied in the
oil business. Without knowing the
A, B, C's of the oil business it would
be hard for me to show you and hard
for you to make the distinction you
ought to make to draw conservation
legislation. If you have no objection
1 will tell you as rapidly as 1 can
what oil is and from whence it comes.

Senator Martin: Consider the cost
as you go along.

Mr. Mayer: I will give you that
later on. Up to ten years ago oil
was thought to be volcanic In its
nature. I have a book on my desk
by Wilcox, in which he states of all
of our oil as being volcanic. Prac-
tically all of the laws of our coun-
try refer to oil as a mineral, and be-
cause of that fact we have had a
great deal of confusion of the oil
and gas business in this country, and
because of that condition we have
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had a riotous production of oil in this
country. )
Now, geologists have féund a con-

dition going on right now that sup-.

plies oil, to a very small extent, that
fairly shows how it arrives at its
derivation in the earth, millions of
vears ago, at a time when geology
shows, how geology is simply a study
of time by turning over the leaves
of the strata of the earth which dis-
closes the various animal and vege-
table condition of the earth which
formerly existed. That great so-
called shale deposits were nothing
more than deposits of slimes and
muds following times of terrific rains
and times of heat that visited the
earth, and in these slimes and muds
a little protoplasm lived by the mil-
lions. Those tiny little protoplasms
possibly lived but a few hours,
and each of those protoplasms
had a tiny bit of oil in it, possibly
no bigger than a needle point, and
in those countless millions of proto-
plasms this oil is later gathered to-
gether in the earth under a heavy
hydrostatic pressure, and under the
presgure of enormous heat, this cil
was gathered together and later ac-
cumulated in sands, or in a reserveir
down in the earth. Now, understand
that these sands are not the deriva-
tion of oil but they are merely the
places of accumulations for their oil,
because of their more porous forma-
tion. Now the void in the sands is
about twenty-five per cent of its vol-
ume. In other words, if you take a
brick and throw it in a bucket of
water and leave it all night, the next
morning it will have a twenty-five
per cent increase in weight, in other
words, the void of that brick has
taken up that much water. So down
in the earth we have an aedumula-
tion of oil in the sands and in such
reservoirs that amounts to 269 of
the volume of that particular
stratum. Now bear in mind that this
accumulation of oil is according to
the specific gravity, the accumula-
tion, of oil, water and gas 1s relative,
according to their specific gravity.
The great oceans of salt water which
Permeate these lower strata in the
earth, and the accumulation of oil
and gas in the earth comes about
- through the folding of the earth
crust, the same as in the case of an
apple set in a window sill and al-
lowed to stay there for a month; it
ghrivels up and get wrinkles all over

it, which is the same way with the
earth. The folding in the earth is
the oil and gas that has accumulated
according to their specific gravity,
its relation to the salt water areas
around them in these structures. If
I had five gallons of -water, and one
gallon of oil, and three gallons of
gas in a container, the water would
be in the bottom, the c¢il on top
above fhe water, and the gas would
be on top of the ofl; so it is in these
great holes in the earth, the gas has
accumulated in the top above these
folds, and the oil takes its relative
position according to its specific
gravity, and with relation to the salt
water table, which surrounds this
dome. Engineers can go into the
ramifications of geology and tell you
about the various gides of it, etc.,
but I am merely giving you a rough
theory of how oil and gas is aecu-
mulated. Now what happens when
you puncture the top of one of these
domes by drilling? And what is the
effect on production of over-drilling,
and what would be plain regulation
of that in order to prevent loss to the
State, and loss to these different
property owners? Those are facts
you are interested in. When you
npunch a hole down into the earth
into the top of one of these domes
you find this cil and gas, the pres-
sure varying from 4560 pounds to the
square inch, generally speaking, up
to 1600 pounds to the square inch.
It isn't possible for the human mind
to make an analogy as to those pres-
sures in the handling of appliances
above ground that we are used to.
A steam locomotive boiler has a pres-
sure of about 200 pounds to the
square inch. I have known a sta-
tionary boiler going 1000 feet into
the air, where the bottom blew out
due to the sudden expansion of water
in the boiler. When they puncture
this dome where this oil and gas is
contained, at these high pressures,
what harpens? I have been in a
water well, some three or four hun-
dred feet deep, and I found tunnels
and caverns leading off into the
ground. This was a water well that
had washed in parts of earth and
rock, and the water coursing around
was really boiling springs coming
into the well. So down in the earth
when they puncture this dome and
bring in a 20,000-barrel pressure,
there is a tremendous gushing of the
oil through those sands, and a release
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of this pressure, which lets the water
come in,

Now I am going to get the engi-
neer's phase of this in a minute, and
I want to state that I heard Mr.
Foran talk about this all day. Now,
in my opinion, the proration plan ad-
vocated by him was contrary to com-
mon sense, and from the standpoint of
conservation, I do not think it was
good engineering practice, and I ex-
pect to show you that very rapidly.
In order to tell you why I state that,
I will tell you first that the oil men
have never got this out of their minds
about the law of the jungle prevail-
ing in the oil flelds, and that they
should produce all they can them-
selves and the fellow that gets there
first with the most money and the
most equipment gets all the oil and
the follow who has not the money
and equipment, the devil take the
hindmost. Now I must show you that
the plan advocated is contrary to good
engineering practice. I will give you
a good example of that. This gentle-
man here and the two at this desk,
say, have discovered an oil fleld on
their property. This man has a 20.-
000 barrel oil well; this man has &
1,000 barrel well; and this man has a
500-barrel oil well; and all the rest
of you folks have 50 and 100 barrel
pumping wells around the State. Now,
under proration as advocated here,
he said this, that it is proper to pro-
rate production of these various wells.
Now let’'s see what happens, and this
is what has been going on in this
State under the supervision of these
advisory committees, so-called. Now,
under proration these operators right
here would be willing in the name of
conservation, to cut down from 20,-
000 barrels to 10,000 barrels a day.
Certainly they would; they are not
hurt. Ten thousand barrels a day you
could get rich on especially it your
idea is to maintain the price while
you are doing that. Now, these men
over here with 1,000 barrel wella cut
down to 500 barrels, not so bad. Now
these men over here with 500-barrels
cut down to 250 barrels; not so hot,
but when you come down to these lit-
tle producers, around Amarillo, and
Wichita Falls and other places, and
they have to agree to cut that prora-
tion in two and cut a 50-barrel well
down to 25-barrels, and a 25-barrel
well down to 12 1-2, and a 12 1-2 down
to 6 1-4, that don’t look good, because
they are barely getting enough as it

is, and only operating because they
can show a narrow margin of profit

at the time the plant is put in. So in
cages of this kind you have not one
that is of ‘the greatest good to the
greatest number of people. The facts
of the matter are this: Big produec-
tion is generally and nearly always
owned by big companies. If they
don’t own it they will buy it. In the
factors of production are so great that
they must get this big production. In
the case of the East Texas field, they
helped the alternative if they didn't
own this big production, they could
agree to this conservation rule, be-
cause by cutting the price down to
10¢ a barrel they could take 250 bar-
rels of oil for the price of drilling a
well. Certainly it is cheaper to take
this oil of the other fellow's than to
dig a well, s0 they agreed to prora-
tion. 8o I say that plan of proration
is contrary to the good of the industry
and to the welfare of all the people.
Now, I say it is contrary to good engi-
neering practice. And why? Because
it does not make any difference
whether that plan is operated 100 per
cent or 50 per cent, the principle is
exactly the same with regard to bring-
ing in a new field, and that is if they
—if a big well is allowed to produce
even under this proration plan, 10,-
000 barrels a day, at that one point,
that oil is being released at a tre-
mendous differential at pressure in
that dome. That is, that rock pres-
sure is being released suddenly in
large volume, and this salt water al-
lowed to course in to that field
through that point of least resistence,
and that water, by infiltration and
saturation shuts off areas in that fleld
which can never be drained after-
wards. It creates an emulsion down
there of oil and water. Now, I do not
think that unitization it carried on
under that plan, is good engineering
practice from the standpoint of con-
servation. I don’t believe it good prac-
tice. If they limit production of all
wells and take the oil uniformly out
of this dome, I believe that the re-
covery would be probably 30 to 50 per
cent more than under present methods
in the gas field. That is conservation,
that is equity for the latest member
in the field. If in a new field no more
than 500 barrels a day could he taken
from any well in the field at any
stated time,—later they could raise it
or lower it, as required—then you
would have true conservation, because
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every operator would be getting his
pro rata part of the market, and

would not be a few men producing a
large volume of oil at the expense of
the others. At present there is a great
economic loss of a billion dollars to
the State, while these fellows are
having their fling. Proration as ap-
plied has simply done this, and I am
citing my own case and that of a
thousand other operators in the fields
of Texas. In a general rule, and I
want you ladies and gentlemen to
know where this rule came from, the
major oil company operates all over
the State, and any given field is only
& unit of their operation, but you who
are owners and independent operators
are subject entirely to local conditions
in a particular field. Now, how does
that operate? They had a mecting
in Fort Worth of all the operators in
the field. I was chairman of the first
meeting, there were 2,000 o0il men
gathered in Fort Worth, and they
agreed to prorate for the good of the
busihess, and not a one of those men
realized how those rules would be
applied later on, and what it would
do to them. Up in Hutchinson and
Gray counties I attended those meet-
ings., That is where I operate, and
they agreed to prorate. They had in
mind maintaining the price of oil.
Of course that meeting was illegal,
because whenever operators meet and
formulate a combination to jack up
the price they are in a combination to
restrain trade, so that would estop
them from coming into court to seek
redress in equity afterwards, if they
did not like the rules. At these meet-
ings I will name a few of the com-
panies who were present and repre-
sented. That means that some em-
ployee of the company was there; the
Texas, Humble, and the Gulf*and I
could go on and recite a number of
them; you are familiar with the big
companies,—all had their employees
at this meeting, and there were also
a number of little land owners and
producers who had a vague idea what
was going on. In a like manner in
another county, there was another pro-
ration ‘meeting going on. The em-
ployees of the big companies and the
land owners and small producers who
don't know anything about this meet-
ing in the—As 3 result of that, five
or six companies actually dominated
the policy through their employees of
every different field in the State. Op-
erators in the Panhandle had a very

hazy idea what was going on in the
Gulf Coast area in the Winkler Coun-
ty, Texas, areas; they had no knowl-
edge of that. But to these big com-
pPanies, these various fields were only
a2 unit in the operation of their busi-
ness. So with some hesitation pro-
ration committees were organized and
it was found afterward and will be
found now by investigation, that the
major eompanies dominate these com-
mlittees to further line up the busi-
ness into one unit, the Central Prora-
tion Advisory Committee was or-
ganized, and if you will examine the
personnel of that you will find the
majority of the members of it are
also these same major oil companies.

Now, my engineer in stating he
was an employee of them-——Mr.
Foran,—he drew a picture of this
proration and unitization—he made
You a big talk about that. Unit-
ization means simply every pro-
ducer in their field coming into
a common pool and turning the
management over to one company for
organization. I don't think the peo-
ple will ever agree to turn over 100
miles of oil fields to one big company
for organization, for when they do
that they have kissed their property
good-bye for ever. Now that is pro-
ration. These engineers then went to
whom? The Railroad Commission.
Now how much power has the Rail-
road Commission in this State along
that line? You bave a conservation
law and a few other laws. I came
down last February and asked the
members of the Railroad Commission
not to operate these laws of the State.
First they said, “We haven't any
funds to operate. The Legislature set
set out $50,000.00 and Governor Moody
set it off some where else, so we hav-
en’t any funds; therefore, we haven't
any organization.” I said, “Well, how
are you presuming to sign these pro-
ration orders in the various fields in
the State without direct supervision?”
The answer was that around the
State there are various committees
making recommendations, called Ad-
visory Committees, and that was as
good information as they could get.
In—

Senator Purl:
you that?

A. T don’t remember which one
it was.

Senator Purl: Den’t you remem-
ber whether it was Terrell, Smith or
Neff?

Who was it told
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A. It was Terrell or Smith, one
or the other. They did all of the
answering, because Mr. Neff refused
to do any answering. He flatly re-
fused to answer any questions pro-
pounded him for 30 minutes, and
finally he said, “The most evil-
minded oil man in this State can
realize that this committee i3 signing
proration orders concerning business
about which they know nothing
about in this area,” and he went on
out of the meeting. Certainly thege
operators of a big oil company had
been unitizing these fields, getting
a collective management. They are
all interested. These Advisory Com-
mittees amount to unitization of the
fields all over the State. Did it
work out to our advantage?

It did not, and I will tell you
why: because when they brought
this—well, first, we were subjected
of course to the posted field price,
which o0il went down as proration
went on, but we were subjected to
the so-called overproduction caused
by the East Texas field, and which,
as I underatand it, the only way
they could control the East Texas
field was to cut the price or cut de-
velopment. Of course, that ig a very
favorable rule to the big oil pur-
chasing companies as a measure of
chastising the developers in that
field, because it made them money
to cut the price; they got their oil
cheaper. so they got that oil pro-
gressively down to ten cents a bar-
rel, and then discovered as they
could get all the oil they wanted
that it would not do to pay the old
price in the old fields, so they cut
the price all over the State. And
what did they do then to the inde-
pendent operators? They did this:
they already had his production cut
off, they had him under proration,
worked it out under the cloak or
mantel of law coming from the Rail-
road Commissgion, that he could not
increase his production at these
lower prices and save himself. Now,
what do you think of that? When
the price of oil went down from a
dollar a bharrel to twenty cents it
stands to reason he would have Lu
increase production, but the prora-
tion ruling forbade that. They be-
gan to lay men off and shut down;
men took to the highways looking
for work; they left their wives and
children. I have personally gone
out there with groceries this past

winter. The men were off looking
for work. This supposedly conserva-
tion measure instead of doing the
greatest good for the greatest num-
ber of people had been but a means
to an end. They had it worked out
and did obtain flush production ot
new fields at an arbitrarily posted
field price and shut down or cur-
tailed the production over the State
to make that possible. Another
thing, it cut out healthy competi-
tion. Let me tell you these big pur-
chasing companies can get oil to keep
in operation when the nearby fields
are operated and the independent
operators go out of business. So,
then, I will concisely state what pro-
ration does and did. Discriminatory
proration—and that is what it is
as between fields—the majors have
been able to reduce the rate or pro-
duction and hold oil in one tield in
storage while taking the flush pro-
duction of another new field at their
own posted price and thereafter back
the posted price in all fields. I don’t
think this state wants to be a party
to any such program as that know-
ingly. Now, respectable operators
have been put out of business by
having their gross income cut down
and all opportunities of producing
oil at a fair price stopped; they
were allowed only a certain amount,
therefore abandoning their  invest-
ments and losing employees and
losing their credit rating, and don't
forget that last is important in busi-
ness. Now, land owners have had
their income instantly reduced and
their values of properties went glim-
mering, and don’t forget that taxa-
tion is based upon what you tax
boards regard as intrinsic values in
those counties to maintain schools
and to pay off bonds. Now, the
commercial business of cities has
been paralyzed and money is with-
drawn from circulation. I am going
to touch on that a little later. Now,
major oil companies can buy in prop-
erty of land owners and independ-
ents at ten cents on the dollar, and
I don’t think anybody will dispute
that. Now, here is the medium by
which those things are accomplished;
in a large measure it was due to
these Proration Advisory Commit-
tees’ pyramiding up to a central com-
mittee which advised the Railroad
Commission to put out the order that
did tkese things. Now, there is an-
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other medium that you have got to
look at, and that is common carrier
pipe lines in this state and their im-
portance with relation to these va-
rious fields. In the oil business
they are a connecting link to the
market and should be regulated as
such. They are common -carriers.
They get the right of eminent domain
across my farm, which they did, and
across my ranch for twenty miles,
which they did, and the right of
eminent domain ag common carriers,
and yet when they come in there
they operate as private pipe lines.
I don’t gay that you can’'t get oil
shipped over them; you can; but
they name the points of destination
and name the rate, and the rate is
the differential between the posted
price in the field and the price at
which— (answer interrupted.)
'Senator Purl: Mr. Chairman, I
would like for the committee to
gtand at case long enough for these
boys to distribute these books. Let's
stand at ease for about three min-
utes.

The Chairman: The witness will
proceed with his statement.

The Witness: Now, I had stated
that we are not to overlook the com-
mon carrier pipe lines in this State,
first, becauwse the connecting link
?vhich it is by the local conditions
in each respective field with the
open market of oil, and I will state
to you right now that the common
carrier pipe line rates in this State
are in my judgment away too high,
as they represent as nearly as I can
see it the difference in the posted
field price in the field and the open
‘market, and therefore represent all
the spread to the producer of oil
for the price paid to ship his oil
from those pipe 1lines into ths
market, so he might ag well sell to
the major companies in the field.
Another thing I want to call your
attention to is that as far as I know
in every case the common ecarrier
pipe lines of this State are in the
hands of subsidiary companies .to
these big major companies. Another
thing, that the chamber of commerce
—-the Federal Chamber of Commerce
report shows that last year while
we had a paniec in this State and oil
producers were going broke.and be-
ing shut in under proration on the
theory of overproduction, which does
not exist, in the open market, the

common carrier pipe lines made from
forty to two hundred per cent profit
on their capital stock. Therefore,
I say that this legislation, when yon
draw it, shall take into consideration
these common carriers, which are
really privately owned companies
owned by major compsanies in this
state and dominated with a keen eye
to the welfare of their competitors
in this State. Now, the gas pipe
lines—and I do hope that when you
do legislate, if you do, you will not
everlook the gas situation in this
State and that you will include it
along with oil, Now, the gas pipe
lines are the controlling factor of
posted prices in the fields for gas
to the consuming public, because,
bear this in mind, that common car-
rier gas lines are operated also as
private lines which go to an objec-
tive and that objective is a franchise
in some city and it is the controlling
price for gas in that city.

It used to be a factor among oil
and gas men in their relations to one
another, but a condition has now de-
veloped especially in the Panhandle
field where one great pipeline com-
pany is going down through the field
and buying all properties here, there
and yonder, straight through the fleld
for a hundred feet, and the next
thing is one of these giant pipe lines
going to Kansas City, Chicago, Den-
ver, all of the great markets of the
mid-continent, and they are regard-
ing this gas asg their private produc-
tion in that field, while men like my-
self who have been in that field since
its infancy and who have done our
best to conserve that gas, knowing
its intrinsic value, having spent our
money on wells to take care of the
gas all over that neighborhood, find
ourselves standing there and watch-
ing these big pipeline companies, by
the purchase of a small percentage of
the land here, there and yonder, drill
their wells and draw this gas from
the whole .area. I brought in one
big well of one hundred and twenty
million eubic feet of gas, one of the
biggest in the world, and a big pipe
line is drawing the gas from that
area, and another building there
now, and I have watched the produc-
tion of the well go down from 120
cubic feet daily to fifty million feet
today, and in another two years it
will be down to ten million feet. Both
ofl and gas,—but gas especially, is
highly fugitive in the ground, and
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anyone can get & hundred and sixty
acres of land in a great bhig field and
drain the gas from that field. There
is no competitive market for these
land owners and independent pro-
ducers, and so you must take into
consideration when you are legislat-
ing for conservation, that the gas
as well as the oil, discovered and
brought to the surface in these va-
rious wells or various parts of the
field, must have a ratable taking
outlet to these common carrier pipe
lines or common purchasers. 1f you
do not, then you are defeating con-
servation.

You have heard a good deal about
market demand, and I understood the
Governor stated,—and I heard some-
body else reiterate that statement,—
that he would not consider any bills
in which market dgmands or market
price was taken into consideration. I
am not so sure that that does not
belong in a bill, and I am not sure
that it is not constitutional if you put
it in there. The State of Texas has
got an interest in this oil and gas.
It is a public interest, it greatly af-
fects the welfare of all the people in
this State, in the conservation of
these wells, from the standpoint of
taxes. Who are you going to shift
these taxes to? Last year the taxes
were six million dollars from the oil
fields; this year they will be one or
two million dollars. Where are you
going to shift that tax burden? To
the farmer, when he is getting twen-
ty-eight cents for wheat, and very
little for his cotton? I don’'t think
he can take it. The National Gov-
ernment today faces a deficit of a
billion dollars, the next year it will
be another billion dollars, and it is
not without the bounds of possibility
that this State can face a deficit. You
had better watch these things,

Now, what is the market demand?
You don't have to construe the mar-
ket demand as it is now construed.
The market demand as now con-
strued is simply this, that five or six
big major purchasing companies say
that we will take so much oil over
here at twenty cents a barrel, and
then another field is brought in and
they shift their scene of operations
and announce that we will buy so
many barrels of oil here at ten cents
a barrel. That is not market demand,
not at all. Market demand can be
viewed in a larger sense than that.
You can view it in its relation, in

the name of conservation, to the in-
trinsic value of the oil and gas, the
reproducable value of it in this State,
as the day will surely come when it
will have to be reproduced in this
State and paid for by the consumers.
You can view it from the standpoint
of what it will cost to bring this same
oil and gas in from other countries,
such as Oklahoma, or New Mexico,
or this imported oil that i{s held like
a club over the oil business of this
company. You can take those same
factors into consideration, and you
can say in the name of conservation
that the oil and gas produced from
this State shall not be taken out over
the general market demand and gen-
eral market requirement, not only of
the State of Texas, but every other
state in the Union, and estimate in
advance for the next twelve months
the requirement and what will be
accomplished by that? You will do
away with this bobbing up and down
of posted prices whenever you begin
to look at it from the standpoint as
the major companies look at it in
considering the subject.

Now, what is waste? That is an-
other question that we have used, or
another term. If you look at the
Encyclopedia Brittanica you will find
about four words for the meaning ot
that. I saw a bill not lohg ago that
had a dozen meanings confined,
winding up with, that is economic
waste, which is no such thing. There
is no such term as economic waste.
I think any legislation put over here
ought to clearly define what waste
{s. Waste is physical. It is not eco-
nomic; it is not chimerical; it is
not technical; its is physical, and it
can be qualified and it can be defined
clearly that you may circumscribe
the powers of a commission who are
out here exercising these rules in
these oil fields and give some reliet
to independent operators and land
owners providing a misconstruction
is not put on that word. I have
heard it said since I have been in
Austin, and I have read this in the
paper, that it was hoped—it was
stated this way—that it was sort of
conceded that the Legislature has
no power to draw any law that will
affect consgervation, but that it was
hoped that under the word ‘“waste”
the matter could be approached in-
directly, Now, Gentlemen,—Ladies
and Gentlemen,—I think, and this
is the way that appears to me,—it is
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possible and no doubt has happened

that bills have gone through Legis-
latures which approacHed subjects
indirectly, but I do not think this
Legislature should pass a bill under
which any subject can be legislated
indirectly; I think you should go to
the heart of it and legislate directly
on it. Recognize your authority and
the needs of the business and regu-
late directly. I think you are an-
swerable to your constituents not to
legislate indirectly, because if you
do it, if these powers put in the
hands of a committee are misused,
you become a party to that situation.

Now, what is conservation? I will
define that, I have talked some about
it. I will say in brief that conser-
vation is regulation of this oil busi-
ness so that the greatest good can be
served to the greatest mumber in
this State so that the intrinsie value
of oil and gas shall be realized, so
that the value, or price of oil and
gas can maintain above the reason-
able cost of production. Otherwise,
you have got an economic loss, and
also that the sales prices to the
public of gasoline, gas and other by-
products is kept down to the point
of healthy competition. I think that
can be achieved in a bill. Now,
how could that be achieved? This
bill without claiming market prices,
I don’t believe in legislating prices,
but I do believe in legislating with
a strict eye to -the economical con-
ditions that create prices, First, to
establish a qualified commission hav-
ing authority and supervision to
control all branches of the oil and
gas business. That is for the pur-
pose of conservation. Now, I said
. a qualified commission becausge if
this august body was abouj to in-
stall a hopital here they would not
get a garage man ol a grocery man,
or a filling station man and put
him on the board to supervise it
and let the State pay for his educa-
tion and mistakes. I say that com-
mission ought to be gualified right
in the bill and my theory about that
qualification would be, first, a good
lawyer, second, an engineer, and
third a practical oil man. Those
three men would make ninety-five
per cent of the decisions that came
before them. Naturally what Iis
needed is speed and understanding,
and they wouldn’t have to do what
has been done and that is to go out
and get an advisory committee to

tell them what to do and later pos-
sibly to get them in .hot water by
having misadvised them. Second,
provides that the commission shall
regulate the production of crude oil
and natural gas. They are doing
that in a way and the courts have
sustained it, but let this regulation
look to them to prevent the economic
loss, loss on all these wells in these
fields around the various cities in
this State. Circumscribe the auth-
ority of the commission as to the
manner in which proration rulings
shall be ordered. Circumscribe that
authority, don’'t leave that wide
open. If we have got such a knotty
problem that all the oil men in the
State, who refuse to let one another
live the way it is, and this Legis-
lature has to come down here as
they have come and spend weeks
to find out what to do and then turn
the whole thing to three men and let
them do as they please, how are you
going to expect satisfactory super-
vision and regulation of the oil busi-
ness or expect those three men to
properly judge and properly know
what should be done when all these
folks in the State don’t know right
now what should be dome. They
would have to be super men. So you
should circumseribe the authority of
the committee as to the manner in
which proration rulings,—define pro-
ration equally among the fields of
the State. I domn’'t mean by that bar-
rel for barrel that should be pro-
duced around the State. We know
that is mot practical, but there are
certain rules in equity that can be
applied and I will tell you how that
is done later. Third, provide that,—
when I say provide, the provision of
the bill should be such that observe
this thing,—provide that the finan-
cial integrity of investment from
the standpoint of capital and labor,—
because our investment in labor Is
one of the most valuable things in
this State to safeguard,—shall be
protected by rulings that all small
wells up to say fifty or a hundred bar-
rels shall not be prorated. A lot of oil
men will immediately say “Well if
you prorate them all under a hun-
dred barrels you will shut in every
biz well in the State.” That is not
true. When I say up to a hundred
barrels, there are thousands of little
wells that produce four, five, ten or
twelve barrels, or produce by com-
bination of power, and on beams,
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and the reason I put the limit at a
hundred barrels is that there is this
distinction, there iz a twilight zone
in the ¢il business under proration
where old wells which have produced
their flush producticn and paid off
the investment in past years are re-
garded as one kind of Investment,
they do not have to amortize the in-
vestment, it is already done, and that
is merely an earning proposition.
The other kind is where wells are
drilled within the last years under
proration rulings and bring in their
flush production and are properly
prorated to {fifty or sixty barrels,
they have no chance to get that in-
vestment out of them under those
proration rulings. It is a hazardous
business and a man that puts in
twenty-five thousand or fifty thou-
sand dollars in drilling a well should
have some margin to get that in-
vestment out with fair rapidity, cer-
tainly not over a period of two years.
So there will be a small ratio of
those welis around a hundred bar-
rels a day as you go down the scale,
seventy-five, fifty and so on. You
will find a great army of wells that
hold up the prosperity throughout
the various counties of this State will
be little wells that should not be
prorated. And also provide that
those little wells that have such oil
shall be released to market. You
understand there are market restrie-
tions now under proration, and out
of that a statute has grown asg de-
fined by one court here lately, who
said it was illegal, but ladies and
gentlemen, it has been legal enough
to put a great army of operators
over this State out of business. Such
oil shall be released to market, and
further define some how large wells
shall be prorated and regulate your
market demand. Now listen, fore-
ing the other operators with the
same investment to take pot-luck
with the rtest of the State until
better demand calls for better pro-
duction, Using engineering practice
in the production of the well: that
is a good rule as it stops this cours-
ing of salt water or releasing of that
gas at one point unduly. You have
heard of one operator standing on
his individual rights and saying I
have got a ten thousand well and I
have a right to produce it. And he
did that, and we have a picture of
what it did to him. Even the most
feeble minded oil man in fhe State

knows that it is better to produce

five hundred barrels a day at a dol-
lar per batrel than it is to pro-
duce five thousand barrels a day at
ten cents a barrel. He may have the
enjoyment of that filve thousand bar-
rels and he can walk around higher,
and he is bowed down to more as a
producer, but the result is the same,
whether he produces flve hundred
barrels at a dollar a barrel or five
thousand barrels at ten cents a bar-
rel, and of couse, what he is doing
is throwing away the opportunity for
future wells. He forgets the fact
that it now takes two hundred and
fifty thousand barrels of oil from
one well in East Texas today to pay
the cost of that well at a price of
ten cents a barrel. So what does
that mean? It simply means that

'you have got to step in and take

these boys by the coat collar and
regulate them and make them rich.

This bill should provide for the
storage of oil. That storage proposi-
tion is of vital importance. There
has been a great deal said about oil
in storage, but the facts are that
the oil in storage todays in the ratio
to the market usage of oil is no
greater than they were back in 1925
and 1926 when oil sold at a dollar
and ninety cents a barrel, it is the
same old ratio. When they were
using six hundred thousand barrels
of oil a day from the State of Texas
the storage was about, no, I will put
that this way; when they were using
six hundred million barrels a day
n the United States, which is the
market which comprises seventy-six
per cent of the world's market, and
which is the big rich market they are
after, not some foreign country, at
that time there was three hundred
million barrels in storage, or about
one-half of the amount consumed for
the year. Today the consumption of
oil in the United States, plus some
small export, is a billion barrels
and the amount of storage is ahout
six hundred million barrels, the same
old ratio, but last year, in 1930,
while we had this panic and depres-
sion in the oil business, it is a fact
the we not only had no over pro-
duction, we had a great potential,
whatever that means, it don’'t mean
anything, they had a great over pro-
duction with the imports of foreign
ofl plus our own production, they
had to take oil out of storage, they
were not building up any storage;
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they took some forty or forty-five
million barrels out of storage, and
at the same time took over produc-
tion, shut off the fields, prorated and
cut the price.

Now, if you should provide for
ratable takings for natural gas and
protect the field practices by prorat-
ing back tg the field what we know
to be the legal market demand. Now
that is eguitable, that is sensible, and
it is constitutional. If you presume to
step in and regulate these properties
in places where bhig gas lines are
drawing this gag and operating under
the name of common carriers and you
demand that they properly preserve
that gas by properly casing their wells
and spending money t0 cement them
and to place copper valves on them for
the good of the State, and the com-
monwealth of the state, then you also
have the right to see that they find
an- outlet for that market, then see to
it that a fair share of the market
velue of that preoduet is prorated
back to them. Now that is the only
place where I have found that the
word proration has a real proper as-
pect to it, In other words, while they
are producing, these fellows, opera-
tors and land owners, it might be a
good idea to prorate a Iittle of that
product back to them and that is
where you can do it, because all of
their operations  are confined to this
State, they do not go out into the
world like the big companies.

Provide that the commission shall
have the proration of each field to
meet the market requirement, meet
the requirements of the market de-
mand, and construe the word market
demand. .

As I said fhe market has been kept
-out of it, yet I am using these in a
larger sense, and it is constidutional
to use them nere and absorb the
others. T will have to expiain just
what I mean by that. Under the pres-
ent plan or practice in the oil field,
and understand in criticising these
major oil companies I am only criti-
cising the policies that have become
operative in. these fields. I know a
great number of these men who are
the executives of the big companies
and they are fine men, but they them-
selves have become the victims of the
policy in these flelds where they need
regulation.

Now, heretofore, in the proration
programs which have been operating
the major companies’ representatives

sit down at a table or otherwise and
nominate how much oil they will take
from this field here or that field there
or that one over there, and those nom-
inations are based entirely so far as
they are concerned on how much oil
they can get over here at a less price
in this field. In other words, that the
so-called market price bobs up and
down as the new fields come in where
they can rush in and get oil at ten
cents, and those operations are digni-
fied ag market demand in this State.
Now, if the Commission is empowered
to look at this situation in a large
way and estimate what will be the
limit in the State of Texas to meet
market demand for a year, then you
empower this Commission, and that
Commission shall make the nomina-
tion on the field, and not the big
companies. You have that opportuni-
ty to solve this problem in regard to
distress oil, distress in the various
fields in the State which affect old
counties, and the prosperity of these
towns and cities. To give you an
idea of what I mean, a half dozen
companies will turn in their nomina-
tion to the committee, then the com-
mittee takes the nominations of the
oil companies or refining companies
and others, and when they get through
it may develop that nomipations by
these companies are not as much as
the committee itself decides is proper
for any given field over here. And
what will that mean? That would
mean that the rest of that oil that
that fleld should produce will go out
on to the open market, out from un-
der the supervision of those control-
ing companies, and in that open mark-
et these men will find relief for that
oil, the shutting in of which puts
them out of business. That is not
unreasonable, it is workable, and I
would not be surprised if that plan
would meet with the approval of the
{ major companies, because they have
a big job on their hands in an effort
to hold in that other oil in some man-
ner. N

Number 7: Provides for the con-
servation of crude oil and natural gas
when public convenience and neces-
gity can be better and more cheaply -
gerved by foreign and other oil im-
ported into the State. To order that
crude oil or gas shall not Qe sold,
purchased or exchanged or transferred
at an unreasonably lesser price. I am
locking at the consumer’s end of this
bill, the consumers of gasoline, and I
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think the provision ought to be in
this bill that would protect him from
a price structurous.

Now, about that a minute. It
shall not be sold, it will be unlawful
to sell oil, transfer oil, exchange oil
or export oil out of this State at an
unreasonably lesser price thap what
oil can be brought into this State
for from adjoining states or by these
imports. Now that is true conserva-
tion, and will stop vicious practice
of this oil coming into Texas, and the
withdrawal of this priceless heritage
and the economic loss to this State,
and to the land owners of the State
and the community, because they will
be stopped from doing that at an un-
rezsonable lesser price for which the
same o0il can be brought into this
State. That will protect the land
owners and producers because that
word unreasonable lesser price can
be construed in the court, yet it
leaves a latitude in there to mean a
condition which they have to meet
any way.

It should also provide, this bill,
that when this committee makes
these nominations, or allows these
nominations, for production of oil
in this State that the nominations of
refineries within the State shall be
placed first above the nomination of
those who would export or transport
oil from out of the State, and in that
way you will protect your home in-
dustries and keep a healthy condi-
tion in the State, keep independent
oil refineries from getting their
sources of oil cut off, and you will
promote the industry in this State,
and let these big refineries go about
selling their oil over the world mar-
ket instead of importing from other
states,

8. “Grant the Commission power
and authority to prevent waste, and
construe the meaning of the word
waste,”” no construction as to econ-
omic waste will have to be settled in
the minds of the Commissioners, be-
cause when you folks declared you
do not know what the word “waste"
means, how then, can they bhe ex-
pected to know? Define that word
*‘waste,” and construe the authority
of the Commission to use ft,

9. Provide that the Commission
is granted power and authority to
effect reasonable conservation of oil
and gas and construe the term—
‘‘reasonable conservation.”” I have
already talked about that.

10. Provide for the Commission

to formulate practical rules and pro-
cedure, which would make workable
and practical all of the provisions
provided for in the Acts of this Leg-
islature.

11. Provide that all agencies op-
erating in the oil and gas business,
must operate under grants of public
convenience and necessity, encour-
aging prospecting for oil and gas,
protecting title to property, and con-
struing the terms “proven areas,” in
oil and gas fields. This Commission
has got to be shown how it will
work. It must make a distinction be-
tween proven areas under regulation,
and new areas, where we encourage
the bringing in of new sourceg of
natural wealth; we want to encour-
age that, and not cut that off., Now
what is the big idea about having
them take out a certificate of public
convenience and necessity? 1 have
heard one o0il man say, “We are not
going to want any legislation that
will cause us to chase down to Aus-
tin every time we want to drill an
oil well.” Why not? It is the big-
gest business in the State, How
can any Commission in the State
keep up with this business and make
decisions intelligently unless you
force these oil men to come in and
tell them what they are doing, what
they want to do, where they are op-
erating, and so on, and get a permit.
The volume of business is big enough
to warrant that, I was in a little
gas company up in Amarillo that had
a total investment of omnly about 30,
or 40,000 barrels, and yet, you have
got all kinds of rules and regula-
tions, both State and city, by which
a gas company operates to serve the
public, and they live under those
rules and regulations, and they live
fairly. Now the oil business is a
tremendous business. There is more
invested in one lease than in that
utility that I had, yet they presume
to come in here, non-residents, and
anybody, drift in here and proceed
to put on a red-hot drilling campaign
and produce o0il, and flow it on the
ground, or into tankage, or into a
pipe line, without any control or reg-
ulation. The first essential in the
machinery of this thing, if you are
going to regulate this thing—or any
part of it, is to have these operators
come to you and get a permit of
public convenience and necessity, and
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when they sign it and subsecribe to
it before a notary publie, if they
later come into ecourt, you have
eliminated about 9¢ percent of this
litigation as to their understanding
of the law in this State and their
violations of it. -

12, -Provide for the application
for such certificate, hearings by the
Commission to applicants, and pro-
vigsions for issue.

13. Provide for the character of
service and rates that must be rend-
ered by pipe line agencies. Talk
about the pipe line agencies, and I
want to state that a common carrier
one pipe line company—the Prairie
Qil and Gas Company-—the officials
of whom are very good friends of
mine—they published in the paper,
and the uproar it caused in Kansas
and Oklahoma and in the Panhandle
of Texas-—you probably read about
it in the papers, after they put out a
notice to producers, of which I am
one, that in the future they could not
convey any oil in their lines except
their own oil produced by them, so
in times of stress and emergency,
such as we have now, there is a
tendency on the part of the big com-
panies to divert their use for the con-
veyance of their own oil, and that
only, in their pipe lines.

14. Circumscribed the responsi-
bility of the Commission and make
them liable for acts. I think the
machinery of this bill ought to be
set up, and the powers of the Com-
mission so thoroughly defined, as to
the parts of business that I have
covered here-—and it can be done,
and it won't take a very long bill
either—well, this Commission be-
comes liable for its Acts, because
it is those things that cause distrgss
in oil fields.

15. Also by taxation, for the
maintenande of a commission in suf-
ficient amount to regulate different
branches of the business, and main-
tain a laboratory to ascertain the
intrinsic value of oil and gas pro-
duced in the State. You who heard
Mr. Haywood, have some recollection
of the report that he had which had
been put out about this oil, about
the sulphur content, about the low
gasoline eontent. That same report
- was put cut in the Panhandle field,
which report cost me personally,
about a half a million dollars result-
ing from such report. 1 think that

9—Jour.-1

ought to be remedied as an excuse
for price-cutting in the field,

16. Provide for some redress
against the acts, rules and regula-
tions of the Commission. All the bills
that I have seen personally, and dis-
cussed, all made provision about how
the Commission could come in and
get redress against offenders of thig
Act, and those offenders so far as
stated, were only the producers. And
the Commission could get redress
against them, and one bill provided
for the marketization of the business
of the producer. They had him all
laid out in that bill. Now I claim
that this bill, while it may do that,
—and I am in favor of creating a
Commission-——I am in favor when-
ever we create a Commission giving
it full authority to send forth its
full rules and regulations, but I am
also in favor of circumscribing the
powers of that commission, and in
the same bill also provide for full
redress against the acts of the Com-
mission. The penalty for infraction
of rules and orders of the commis-
sion and for the enforcement and
penalties for repeated and flagrant
violations of this act, or established
order, rules and regulations of the
Commission. In other words, there
ought to be two sets of penalties set
out in that bill; one for infraction
of the rules and regulations of the
Commission where it ig a2 first-time
offense, and where the operator did
not understand those things—and
then a bill for repeated violations.
Then I think we cught to go a little
further, and provide for the flagrant
violations of the rules of the Com-
mission, or repeated or deliberate
avoidance of the Commission’s rules
and regulations, and the quickest

‘|and best way to do that is to repeal

a certificate of public convenience
and necessity that they hold to op-
erate in this State; in other words,
stop their operations, and in case
of a corporation, to provide for re-+
peal of their charter.

17. To provide for the conserva-
tion of natural gas and crude oi!
under the provisions hereinbefore
set forth, declaring a public interest
in oil and gas, as natural resources
needing regulation, and because of
the State tax interest and State and
school land. The State has an infer-
est in these o0il and gas iInterests
from the standpcint of future gen-
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erations in this State, and in the
use of this great God-given inheri-
tance which the State.

Now gentlemen, from the stand-
point of the comsuming public, in
order that yvou may be given an idea
of some of the practices in the oil
business and the present methods
of handling it, and to show you tha*
there ig no justification whatever for
such price-cutting in these fields as
will cause an economic loss to this
State of about 25 per cent of its
wealth, I am going to give you this
schedule. In order to exemplify this
thing I am going to take 200 barrels
of crude oil obtained in the East
Texas field, and run thru the refin-
eries for vou, sg you will know ex-
actly how this thing turns out. I
am Tfirst going to run it thru the
skimming plant of an independent
oil company. The reason that the
independent o0il companies have
skimming plants is because of the
money involved in building a plant.
This plant is nothing but a still—a
boiler, in which o0il is put and
brought to a temperature of about
180 degrees, where the gasoline or
hydro-carbon cut comes off and can
be saved to commercial advantage.
Now in this skimming plant and
boiler plant, this oil is boiled at 189
degrees, and the gasoline comes off
and goes thru condenser coils. It is
condensed back to liquid or hydro-
carbon, and thereafter washed with
acid and sold on the open market,
and that is good gasoline, and don't
let anybody tell you that it is not
good gasoline, because it was made
in a little plant, The amount of gas-
oline they get, the average skimming
plant, is about 14 gallons to the bar-
rel. Now this is getting to some of
the questions you want.

(May I ask that a little better
order be had in here, I believe this
gentleman is to that point which has
never been spoken of here before,
.and I believe every man in this Sen-
ate is interested in knowing about
it, and would appreciate guiet here
until he has finished with this par-
ticular point.)

The Chairman: Members of the
Senate and the spectators will please
keep as quiet as possible. tI is hard
for a man to speak amid so much
noise, and we are getting some in-
formation that is important, and we
ought to give him as much attention
as possible,

Mr. Mayer:; All right, now. Now,
I will rapidly review that. Two
hundred barrels of crude going

through a skimming plant which
is just .a boiling plant, and the
condensation of gasoline through
cooler coils, washing of that gas-
oline to sell to the public. - Now,
a skimming plant,.—they only get
ahbout fourteen gallons of gasoline to
the barrel, and the rest of that they
generally call fuel oil, and sell it
to—sell it on the open market as
fuel oil. Now, that has been called
economic waste,

Senator Martin: Would vyou mind
telling us how much-—. Tell us about
that.

Mr. Mayver: Yes, sir; but I have
to digress a minute.
Senator Martin: All right.

Mr. Mayer: As I stated, there is
no such expression as "economic
waste,” for what igs the loss of one
man is the gain of another man, and
the gainer in this particular instance
is the public. Because, these com-
peting skimming plants hold down
the price of gasoline in this State.
Now then, of this two-hundred barrel
run, we are going to make in this
refinery, the amount of gasoline we
will get will be sixty-seven barrels
out of the two hundred.

Now, we have another posted price
out here that we don’t hear so much
about, and that is the posted price at
the refinery. And that, right now,
is three cents a gallon;—at least,
three cents a gallon would represent
a fair, average figure. That posted
price represents the competitive price
at which the larger companies post
in the fields, in the industrial field,
for the independent refiner, who only
has an outlet for about tive per cent
of the filling stations of this State.
As a matter of fact, that three-cent
posted price represents the cost to-
day of producing a gallon of gaso-
line at the refinery. Now, that is not
generally known. All the refinery
figures that I have so far heard dis-
cussed at this hearing and in the
Legislature, have all related to the
independent skimming plant, which
has a posted fleld price of three cents,
and which figure of three cents rep-
resents the actual cost at the door-
step of the refinery. As a maltter of
fact, it represents a loss to the in-
dependent refinery, and the independ-
ent refiners in this State today are
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twisting and turning and using every
subterfuge known to the practice of
the oil business to stay in the busi-
ness.

I will show you where, and why.
Now then, at three cents a gallon,
thig sixty-seven barrels of gasoline
taken out of this two hundred barrels
of crude would be worth eighty-four
dollars and forty cents on the basis
of one dollar and twenty-six cents
per barrel for gasoline,—posted price
at the refinery. Now, out of this
two hundred barrels of crude run
through this skimming plant, we
would get 113 barrels of fuel oil, for
which there is another posted price
of twenty cents,—about twenty cents
at this time, Although the sales price
of fuel oil in the bigger markets is
much higher. Now then, there would
be a ten per cent refining loss, that
would give a gross revenue of one
hundred seven dollars and two cents
for these independent refiners, which
were buying crude and selling it at
the refinery on the posted price of
three cents a gallon. Now, here is
what their cost would be,—just the
big, general cost,—would be, and all
that I am going to get at now is this
sales figure,—that is the figure the
public pays, and that is figured in
this way: The two hundred barrels
can be bought in East Texas today at
ten cents per barrel, or twenty dol-
lars. That two hundred barrels of
crude—I have a. gathering field
charge against it of twelve and a half
cents per barrel or -twenty-four dol-
lars, That is charged by these pipe-
line companies that rup those lines
around to the wells and pick it up.
Those two hundred barrels of crude
will have a pipeline charge against
it of an average in this State, of
somewhere between thirty-two and
forty cents a barrel. It has begn
testified to in this hearing by ohe
company at thirty-two cents, as an
average for the State, and by an-
other at about thirty-eight. So, we
will take the smallest figure,—ot
thirty-two. That is sixty-four dol-
lars. Now, on the gathering charge,
we had twelve and a half cents per
barrel, or twenty-four dollars, and
80 we get a total cost of erude oil,
before it is refined,—that is the price
now, for the gathering charge, plus
the pipeline charge, to one hundred
eight dollars. And remember now,
that he sold his refined product at
three cents a gallon, or $107.02. So,

he didn’'t get anything to pay his
overhead for refining, or meeting his
refining costs. 1 merely state this
this way to show you _ that the in-
dependent refinery-—. The posted
price has been set where he can
not make any money to pay for his
operations, just like-—just exactly
like the productiom price has been
set where the producer can not make
any money to pay for his operations.

Now,-cracking process—,
Senator Martin: What?

Mr. Mayer: The cracking process.
The cracking process of making gaso-
line. Now, these cracking plants are
big plants. They are up in the big
money world. They are very well
protected by patents of all kinds and
characters, as to process. Take the
big cracking plants. They not only
make gasoline, but they make lube
oils, of different kinds and grades,
and they make paraffin wax, which
goes into a big market. They frac-
tionate many different distillates,
which find their way into a valuable
market—chemicals for commercial
uses. In other words, a big crack-
ing and lube oil plant combined is a
wonderfully big industrial plant.

Now, here's the way two hundred
barrels of crude would look going
through that plant. It looks differ-
ent. Now, bearing in mind that the
big major companies in this State
today control ninety-five per cent of
the filling stations of Texas. Those
are the folks you do business with
unless you want to hunt up an inde-
pendent station, and I doubt if you
Know they are in your neighborhood
now.

In this two hundred barrels of
crude oil run through a big crack-
ing plant, they recover about forty-
five per cent in gasoline, due to the
cracking process, as against the
skimming plant. Now, I am going
to use forty per cent here in this fig-
ure, because we want to be reason-
able. As a matter of fact, the crack-
ing process will get as high as sixty-
five per cent from high grade crude
oil, but I am going to only use forty
ber cent in this figure.

Now, the cracking process is just
simply this: Instead of the oil boiler
that beiled oil to about one hundred
and eighty degrees, and lets the gas
come off, the cracking process con-
sists of a continuous coil that goes
through a fiery furnace, the length
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of that coil and its size, depending
on the practice. In the entrance of
this coil steam is introduced, and
steam is water that is changed to
gas. \Where water boils at two hun-
dred and twelve degrees, steam has

a temperature of about three hun-.

dred and twenty-eight, and if it is
superheated, it is about three hun-
dred and seventy, and you can not
get it any higher. I have seen coils
burned down trying to get it higher
than three hundred and seventy de-
ETees.

Now, this steam introduced into
the coil, and a small amount of oil
is allowed to go into the coil, and it
has the effect of atomizing it, like an
atomizer would operate. The velocity
of the steam through the coils would
depend on the amount that is inject-
ed, and the size of the coil, all of
which is workcd out. Now, what hap-
pens? This oil is atomized, and the
steam with it is carried through these
coils in this furnace, that has a tem-
perature of from twentv-six hundred
to thirty-two hundred degrees fahren-
heit, and by breaking down this oil
into molecules and carrying it in
rapid suspension in this steam,
whereby it is exposed to the heat in
the walls of the coils, you get a new
minocular arrangement,—or atomic
arrangement of those molecules, with
the result that whatever comes out
of that coil at the other end, you
have really refracted or broken down
not only the gasoline, but %the nap-
thalines, benzolines, water white, or
kerosene, and even the light fuel oils,
depending on the size of the cracking
plants, and the continuity of the op-
eration. So, they break this up by
cracking or refracting these distil-
lates, and bring out more gasoline.
That was a wonderful discovery, and
if it had not happened to have been
discovered,—which was due to the
men who worked on it,—right now
there would be a big shortage of oil
in the United States, in view of the
tremendous and progressive use of
gasoline today, which has increased
at the rate of twelve or thirteen per
cent a year every year, with the ex-
ception of last year, when it only
increased six per cent, on account of

this panic.
However, this c¢racking process,
without—. They get about forty to

sixty-five per cent gasoline, and the
residue, which they do not recog-

nize as fuel oil except in the balance,

| of trade.

They go out into the fuel
market, if they are needing crude—
more crude. Remember that this
State buys about half as much lube
oil as it pays out for gasoline. So,
this lube oil market is a big market.
It is about a thirty million dollar
market. They have lube o¢ils with a
flash point of from three hundred,
four hundred, and on up to five hun-
dred degrees. The flash point is
simply this: If you boil this oil to
the temperature where the smoke
rising from it would flash from a
light, then you have the flash point.

There is a great deal of this so-
called Pennsylvania crude oil for
which we probably supply a great
deal of the crude from this State,
that has a high flash point, of about
three hundred degrees before it will
volatize it and burn it in an engine.
There are engines like the Ford and
the Chevrolet that do not need this
oil of heavy viscosity.

All right, if T have explained what
lube oils are, now, I will say that
this two hundred barrels of crude oil
from this ten-cent oil in East Texas,
will average about ten per cent of
lube oils, and will sell for in their
filling stations of this big vertical set
up company, of not less than thirty
cents a gallon. They sell for higher
than that, some of them but the av-
erage would he-—a quart, I mean.
Not a gallon,—thirty cents a quart.

All right. We have this set up
now. The posted field price in the
field of crude, of ten cents per barrel,
and the posted price of gasoline at
the filling stations of fourteen and
a half cents a gallon. 1 have used
that here, which, of course, includes
a four-cent tax, which cuts it down
to a net of ten and a half cents, and
the posted price of lube oils at filling
stations of thirty cents a quart. You
have that set up before you for the
price structure of a big, vertical oil
organization.

Now, about ten per cent is the ac-
cepted figure for lube ocils out of the
average amount of erude—about ten
per cent lube oil. Now, I am making
this distinction: Lots of refineries
do not make ten per cent of crude
oils in comparison with the amount
of crude that they run through their
plant. They may make two or three
per cent,—but, from this two hun-
dred barrels of crude oil, you would
produce twenty barrels of good lube
oil, and we are talking about this
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particular two hundred barrels of oil
here. All right. Twenty barrels of
lube oil, sold at thirty cents per
guart, that is to you and to the con-
suming public, is $50.40 per barrel,
at the filling stationk. This two hun-
dred barrel run will give $1,008.00
gross revenue.

Now, figuring forty per cent on the
eracking process, on this two hun-
dred barrels of crude, we would get
eighty barrels of gasoline, at a gross
sales price of $10.04 at the filling
stations, or $336.00.

Now, remember this, that ninety-
five per cent of the sales structure
does not have to pay any attention to
this three-cent posted price at the
refinery. They are getting this oil
and selling the products, and the bal-
ance of that, without going into the
values of the other distillates, I don’t
thirik we need to confuge this issue
with, at all, except paraffine or as-
phalt, but benoline, napthaline, and
other small by-products which they
produce and put out. We will just
throw them into the fuel oil con-
tracts—eighty barrels of fuel at
twenty cents per barrel, or sixteen
dollars.

Now, then, the gross sales price or
revenue received on this verticle set
up of this price on the crude would
be $1,340.00. Now, the two hun-
dred barrels of crude cost ten cents
per barrel in the field, or $20.00.

Now, in explaining—in the diffi-
culty of explaining where this con-
sumers’ money, this $1,340.00, goes,
we want to go back to the big argu-
ment down here before the Legisla-
ture,~—the posted price of crude of
ten cents per barrel,—and the justi-
fication for it. Gentlemen, that looks
to me like the negro’s bank account,
" which he left in the bank for twq or
three years, and then went to exdm-
had eaten up all the principal. It
ine, and was told that the interest
looks to me like when twenty dollars
can be invested and made to bring
a gross sales price of a product of
$1,340.00, that is an awfully good
investment, because-.the gross rev-
enue per barrel is sixty-seven dol-
lars, and the cost per barrel is ten
cents.

Now, that kind of a skimming
plant didn’t take into consideration
operations costs, but there is quite a
reasonable spread for the operation
eosts in ten cents and sixty-seven dol-

lars a barrel, to take charge of that
skimming plant, and any other op-
erating costs, because they are spread
over all—and the difference between
the posted price in the field, and at
the refinery by the common carrier
pipeline companies, and other things
that run the cost of their crude up
to forty-four cents a barrel.

Now, I will state to you that when-
ever that is the rate of exchange this
State pays for those products in buy-
ing gasoline and lube oils in those
filling stations all over the State.—I
will say to you that any conservation
legislation enacted here should try
to return some of that money back
into the so0il. These independent
plants keep down the price struc-
tures. It should be the aim to ac-
complish that—to return some of
that money back to the soil and keep
it in this State. A great volume of
this crude oil goes out of this State.
It is not kept here.

With that in mind, I want to give
you a few things about business in
this State. I am a business man first,
before T am an engineer, or an oil
man. We want to know who is go-
ing to get this oil, and we want to
know what they are paying for it,
and what the publie is paying for
the refined products. Now, with a
posted price of crude oil at ten cents
per barrel—. Wait a minute. I
am—. I had some other figures that
I wanted to give you. Oh, yes, that’s
right. I want to say this, in con-
clusion now,—with a posted field
price of crude oil at ten cents per
barrel, and a selling price of gasoline
at filling stations at tem and z half
cents, exclusive of the four-cent tax,
and the sales price of lube oils at
thirty cents a quart at filling stations,
we have this general picture now, in
this State. The crude oil production
of the State of Texas for the year
1930 was two hundred and ninety
million barrels. For this year of
1931, it is estimated by the statis-
ticiang that there will be three hun-
dred and five million barrels. These
statisticians also say that there is
no overproduction in the general
market, although there is in sight,
a large reserve in the way of new
oil fields, which it is advantageous
to keep in the ground, rather than
to bring out in great volume and put
into steel storage. And, that it is
real conservation to do this,—both to
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avold economic waste, and to avoid
economic losses.

Now, on the average—. I have
given you the set up of these refin-
erles with an average of forty-five
per cent in gasoline, refined by the
cracking process. This means that
for the year 1931, there will be one
hundred and thirty-seven million,
two hundred and fifty thousand bar-
rels of gasoline made and released
into the markets of the world from
the crude oil produced in this State.

Now, there are approxXimately one
million, eight hundred and fifty thou-
sand automobiles in Texas, using an
average of twelve barrels of gasoline
per car, per year, which would make
the consumption of gasoline in Texas
for the year 1931, of fifteen million
barrels. In other words out of the
hundred and thirty-seven million,
two hundred and fifty thousand bar-
rels of gasoline which will be manu-
factured from the crude produced
this year from Texas, the State of
Texas consumes only fifteen million
barrels.

I am dealing with the economic
losses now, and not economic waste,
so far ag this State is concerned. At
a sale price of ten cents a gallon, ex-
clugsive of the tax, that would be a
sales price of four fitty per barrel at
the filling stations. That is what
the people of Texas are paying for
it at today's rate. Now, the cost to
Texas consumers of gascline in this
year of 1931, will be sixty-three mil-
lion dollars. In other words, I will
give you the figures, and how I ar-
rive at them. For each twenty-five
gailons of gasoline consumed, there
is about one gallon of lube o0il con-
sumed, at thirty cents a quart.

Now, then, this means that there
are six hundred thousand barrels of
lube o0il consumed, at fifty-forty per
barrel, or a cost to consumers of lube
oil, of thirty million, two hundred
and forty thousand dollars, or, about
half what the gasoline is. The total
cost to the consumers in this State,
of gasoline and lube oil, will be
ninety-three million two hundred and
forty thousand dollars. Now, the
price paid for this particular oil, out
here in this field, at ten cents per
barrel,—at this price, would be
thirty million, five hundred thousand
dollars. In other words, the actual
cash lost-—and you can call it eco-
nomic waste, or economic loss, or

dignify it with any technical name or
term that you want to, but to get
down to business, the actual cash lost
to the State of Texas for 1931 will be
sixty-two million, four hundred and
seventy thousand dollars, that went
out of circulation in this State, That
sounds like omne of those national
loans to me,

Now, had one dollar a barrel,—had
this price been maintained, and I
say there was never any justification
for cutting this price of oil from one
dollar a barrel—at one dollar a
barrel the posted sealed price
for crude oil in Texas would
have brought three hundred and
five million into this State, and
subtracting the cost to consumers
of gasoline and lube oil of $93,240,-
000, the State would have made a
net gain in new money to the amount
of $211,760,000. I will tell you
what that amount of money is, that
two hundred and eleven million dol-
lars cash that we would have gotten
would have increased the prosperity
of the State 25 per cent over what it
was this year, 25 per cent, and our
failure to get it in the face of these
panicky conditions we have had in
1930 and 1931 has decreased our
general progperity in this State 26
per cent, or just a little more in that
ratio. That is how valuable thal
new money is, because there are a
few certain facts known in economics
and here they are: One is there is
only about one hundred and sixteen
dollars in cash in circulation per
capita. The other is that the gross
volume in business required in this
State per cupita is about twenty-five
hundred dollars per person per year.
In other words, for a real quick ex-
emplification, a man with a family
of five and—No, sir, it is about
twelve hundred and fifty dollars per
capita—a family of five, the earnings
at 10% would be about twelve hun-
dred dollars per year. In other
words, the gross business of this
State has got to be about fifteem
billion dollars a year for this State
to prosper, and the amount of cash
in circulation is on a ratlio of fifteen
to one. The gzross business of the
United States was thre2 hundred and
sixty-tive billion dollars. The actual
amount of cash in circulation and in
the treasury of the United States
and frozen in all trust funds and
everything, was only about twenty-
eight million dollars, so it shcws that
the turn-over in business was only



SENATE JOURNAL.

263

about fifteen times the amount of
cash on hand. Now, then, this two
hundred and eleven millior dollars
that we failed to get this year be-
cause of the cut in price of oil rep-
resents twenty-five per cent of the
amount of cash actuaily in c¢ircula-
tlon in this State to support the
necessary amount of gross business
in this State to maintain its pros-
perity, which is about fifteen billion
dollars gross a year.

Now, I want to thank you, Mr.
Chairman, and Gentlemen for the op-
portunity and will be pleased to try
to answer any questions you may
wish to ask.

The Chairman: Senator Berkeley
is recognized by the Chair.

Questions by Senator Berkeley.

Q. Mr. Mayer, are the ideas that
you have expressed to this commit-
tee concerning a remedy for the
oil situation as you see it today in
Texas, are those ideas mcorporated
;)nl what is known as'the Gainer

ilI?

"A. They are incorporated in the
substitute bill that has been sub-
mitted, not in the firsi drafi. The
first draft I put out was merely a
Buggestion of a bill and then Mr.
Gainer asked me to take that bill
and get down and work it over and
try to make it constitutional and try
to make it cover the different points
that I have in mind that :zkould be
_ covered in the various ramitications

of the business.

Q. In the preparation of the sub-
stitute bill—is the preparation of it
entirely your handiwork, or was it
in collaboration with others?

. A. I want to state this, that I
drew that first bill that I mailed. o
all you folks, I sat down and dictated
that bill and revised it once and sent
it out. No attorney helped me on
that bill. The reason for that was
that I just wanted to get over the
idea and I didn't want to have it
said afterwards that any lawyer of
any major oil company, or otherwise,
had drawn that bill. Now, when I
brought that bill down here—I have
been here about two weeks, and I
have listened to some testimony and
talked at great lemgih in the hotel
lobby with ditferent oil men of this
State, and some of them have stated
to me, for instance, that is uncon-
stitutional, that particular feature,
of this will not work, and the re-

sult has been that I have been study-
ing about how to accomplish that
purpose in that bill, ‘but I will say
this, that I drew that bill, actually
wrote every word of it.

Q. You represent what is gener-
ally known as the.independent oil
group of Texas?

A. Yes, gir,

Q. You are identified with that
group?

A. Yes, sir.

Q. Now, in the preparation of
this bill, did you advise with any of
the independents of the State?

A. Well, I have been attending
the independent meetings and I have
argued or. discussed the various
points with them. Now, I will say
this for the independents, that my
bill does not represent, does not ne-
cessarily represent the viewpoint of
all the independents. A great many
of the independents—some of them
—their view point is restricted to
the particular operation in which
they are involved in the oil busi-
ness, and it is possible they do not
know so much about the other de-
partments of the business. Some of
them—I want to say this—operating
in different parts of the Stale, they
have divergent ideas about how to
accomplish anything in the way of
legislation.

Q. Have you submitted the bill
to any considerable number of the
independents?

A. I submitted the first draft to
everybody, all independents, and all
you Ilegislators, by mail.

Q. I am talking about the in-
dependent operators?

A. Yes, sir., But the revised bill
has not yet been submitted to them.

Q. Then the substitute bill that
is now before us has not been en-
dorsed by the independent operators
of Texas?

A. They have not had that op-
portunity.

Q. They have not had that op-
portunity?

A. No.

Q. Are you familiar with the pro-
visions of what is known as the
‘Woodward bill?

A. I have read that bill and I
think that that bil] endeavors to em-
power a Commission to— — —

Q. (Interrrupting) I am not ask-
ing that.



264

SENATE JOURNAL.

A, I believe I am.

Q. I am just asking if you are
familiar with it?

A, I believe I am,

Q. If you state you are familiar
with the bill, if the Woodward bill
were enacted into a law, what would
be the effect in your judgment on the
independent oil industry of Texas?

A. Well, if that bill were enacted
into a law it would depend entirely
on the Commission. I think the in-
dependent could be put out of com-
mission if they proceed with the pres-
ent character of proration rulings
and the way it is being handled now.
Of course, if there happened to be
super men in the oil business right
at the time the situation of the land
on earth and the independents in
the State—of course, their construc-
ticn would depend on how it would
turn out entirely.

Q. Let us assume the Commission
would interpret the spirit of that
act as written, what would be the
effect on the independents?

A. T would have to scrutinize
that bill. I think that bill fails to
circumscribe the powers of that Com-
mission, and therefore it i unwise
legislation, fand puts great power
into the hands of the Commission to
obtain something by indirection. I
do not think that is praectical or
will work out satisfactorily.

Q. This further question, Mr.
Mayer: Early in your argument, as
I reczll, you stated that if proration
was had against the larger wells of
the State, if they were cut down say
509% of their potential, that that
would not seriously hurt them, but
if proration was had against the
smaller wells of, we will say a hun-
dred barrels and lesg, that that
would be disastrous to them_ It that
correct?

A. Yes, sir, that is correct.

Q. Now, that I understand you,
I understand you {follow up that
statement with the statement that
vou thought an allowable ought to
be granted to a field in the aggre-
gate. Is that right?

A, That is right.

Q. In determining the allowable
and in prorating among the various
wells as what that allowable would
be, wouldn't the same rule apply?

A, Nog, not necessarily. The rule

that applies now depends on the
denomination of the oil for that field
depending on thesé unsettled mom-
entary market conditions. The al-
lowable I have in mind is that the
committee 'would ascertain how much
0il could be produced from that field
without waste—you remember I am
a conservationist and I do not ap-
prove of overproduction, that will
create greater waste—without waste
that will maintain the more efficient
operation from the standpoint of
confining the gas energy in that field
and eliminating the water drive, and
under good engineering practice in
that field, will allow or will set the
allowable for that field and not the
denomination of the purchasing com-
panies which are changed from day
to day and month to month to suit
the conditions of their business.

Q. But in determining the out-
put of each of the wells in that field
how would you go about it? It
would have to be an equitable plan?

A, Yes, sir,

Q. How would vou determine
that? Wouldn’t it be under that
same rule you talked about a while
ago?

A. Well, do you mean the rule
provided in the bill of mine? I will
answer this way: 1 would say that
first that field would become sub-
ject to whatever minimum output of
wells all over the state was and in
my opinion it ought not to be less
than fifty barrels. From there on it
would go into a second bracket which
should be from fifty barrels to three
hundred barrels, which has been de-
termined in actual practice to work
fairly well. The allowable in bracket
would apply to all wells in any re-
spective field. Above three hundred
barrels I think it is right and proper
that the Commission ought to be
empowered to regulate andg prorate
these big wells under any manner of
equitable proration and control that
they see fit to apply in that respec-
tive field and with relation to de-
nominations for excess oil coming in
over the entire State. I think that is
veryv practical and workable.

Q. This last question, Mr. Mayer,

A,  (Interrupting) I have to add
this to it—without creating a condi-
tion of waste in that field, and in
the interest of conservation,

Q. Yes, sir, It is your judgment
the Commission ought to have the
authority to set the maXimum that
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any well, regardless of its poteptial
should produce in any given field?

A. I think so, with this reserva-
tion, however. I do not believe the
Commission ought to say to a pro-
ducer who just brings in a well, a
two or three thousand well, “Cut
that well down at once.” I dom’t
think that should be done by them.
I think this producer should have
the right of storing oil, but when he
releases it, it should be under this
regulation—if he brings in a two,
three, or five thousand barrel well
and it would hurt his property to
gshut it right in on account of the
wel]l sanding, or paraffining, or the
setting of casing—there are many
things in the practical operation of
a well that might require it to flow
open for a number of days. I think
he should have the right to get the
well under control and properly
cased and properly cleaned, and this
excess storage oil would be released
under these commitments under the
same regulations that would be made
regulating his well.

Q. Thank vyou, I believe that is
all.

Questions by Senator Martin.

Q. Taking up right where he left
off. Practically every oil producing
company in the State has its own
engineers, hasn’t it. -

A. Yes, sir, the large ones do.

Q. And they are all interested in
conserving what they have dis-
covered in any particular well, they
are as interested as any official of
the State of Texas could be, are they
not?

A. I rather think they would be,
especially if their company was %n-
terested.

Q. All right. Now, Mr. Mayer,
have you looked up in your diection-

ary to see what the word “‘conserve”
means?

A. Well, I think I have, yes, sir.

Q. Will you give the definition
of it?

A. Conserve means to hold or to
save, without waste.

Q. Guard or keep?

~A. Yesg, sir,

Q. Can you tell me how many
oil fields the State of Texzas owns?

A. I can’'t give you the exact
number, no sir.

Q. Does the State of Texas own
any oil fields? . )

A. Do you mean within the State
of Texag?

Q. Yes, sir.

A. I couldn’t tell you, unless the
State has some land in the oil field.
I don’t know whether it has, or not.

Q. When the State of Texas sold
its land, it reserved all rights to the
rivers and the flowing waters of this
State, didn’t it? Therefore the State
at this time can take conservation

measures pertaining to its water-
powers, can't it?
A. 1 couldn’t state, You are

probably better informed than I am.

Q. When they sold land, it was
sold from the center of the earth to
the highest heavens? You Oown prop-
erty yourself?

A. Yes, sir.

Q. That is the way you regard it,
isn't it?

A. Yes, sir, but I take this at-
titude — — —

Q. (Interrupting) Wait a minute.
Now, the State of Texas then could
only be interested in the crude oil
of this State to the amount of taxes
it gets out of it?

A. It has a public interest in it.

Q. Only to the amount of taxes,
isn't it?

A. I can’t say as to how great

the interest is of the State. I think
it has a greater interest.

Q. When you speak of conserv-
ing the oil to this commonwealth and
the great people of this State—the
State of Texas only has an interest
to the amount of taxes it gets out
of it, and that is all it could have,
isn’t it?

A. It really has a bigger interest
than that, as I have shown:

Q. Whether the oil is consumed
in one year, or whether it is con-
sumed in forty years, the State could
only get jits taxes out of it, and that
is all.

A. I will say that they are taking
a big economic loss in this State.

Q. Please answer the question.
All the State can get would be the
taxes whether all the oil is consumed
in one year or in forty years. Isn’t
that right?

A. I couldn’'t answer that ques-
tion. I am not a lawyer and am not
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quite familiar with some of the

things you are asking about.

Q. In the retailing of gasoline in
this State, the State of Texas gets
four cents per gallon tax, doesn't
it?

A. 1 think that is correct.

Q. It gets that whether or nol
the salesman or the party distribut-
ing it gets fifteen cents or forty
cents per gallon, doesn’t it?

A. Yes, sir.

Q. It only gets four cents a gal-
lon whether the party selling it
makes twenty per cent profit or two
hundred per cent profit?

A. That is correct.

Q. Now why shouldn't the State
along the same reasonings set a tax
on the crude so much per barre] at
the well, graduate them if it sees
fit, and get its taxes for the crude
oil in that manner?

A. Well, I don't know enough
about legislative procedure or laws
of this State to pass on severance
taxes, I would say it could be done.

Q. All right, if it can be done
and the State could get its taxes from
the crude at the well, then all of
this machinery which you would
want to set up here, and which would
want to set in motion would be to
control the economic future of the
industry?

A. I think it is important to keep
the State from taking a economical
loss.

Q. The State could not take an
economical loss if it was getting its
tax at the well.

A. It would if they could not pay
the tax, that 1is the operators
couldn't.

Q. Then do you want us to set
up a Commission and get it to as-
sist in those things in order that
you may remain in business?

A. I think it is a good idea that
any legislation that has that thought
in mind — — —

Q. Would you want the State of
Texas to set up what is known and
what would be styled as a Conserva-
tion Commission with all of the ex-
penses necessarily incident te the
operation of that Commission in
order that you might stay in busi-
ness?

A. I wijll say that you already set

up the machinery that has put us out
of business.

Q. Will you please answer the
question, do you want the State of
Texas to set up a Conservation Com-
mission with all of the necessary ex-
pense incident to the operation of
that Commission in order that you
may stay in business, such a Com-
mission carrying with it all of the
employees, clerks and stenographers
that would be necessarily incident to
the functioning to that Commission,
in order that you may stay in busi-
ness?

A. If the operators are taxed or
taxed in the State we will be willing
for it,

Q. Will you please answer the
question, Mr, Mayer?

A. I am answering your ques-
tion.

Q. Will you please answer it yes
or no?

A. I don’t think it can be an-
swered yes or no.

Q. It certainly can.

A, I will say you have already
set up the machinery that has put
us out of business, we are looking
for a remedy that will let us go back
in business.

Q. Do you want to pay the taxes
to a great retinue of clerks and
Commissioners and high salaried
technical people to run around over
the State and try to control the in-
dividual in the operation of what-
ever he may have?

A. That is one way to do it.

Q. Why not let the operator pay
at the well and leave it?

A. Because under the system
predominate in this State we would
lose the well.

Q. Don't you have engineers to
tell you when your well is brought
in properly and properly producing?

A. No, not every operator.

Q. Do you want the State to
furnish him one?

A. Yes, sir, in the interest ot
conservation, I would be glad for him
to point it out to us.

Q. In the interest of the State
you would want the State to furnish
them something which they ought to
be bound to furnish themselves?

A. Yes, sir.
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Q. Couldn’t the State go a little
further and pass a law providing
that every well that iz brought in
should be brought in under the su-
pervision and direction of a compe-
tent engineer, and the State not be
out one dollar in order to make the
producer take care of his own busi-
ness?

A. I think so.

Q. That would not necessitate the
creatiop of a commission, would it?

A. Well, I think it would be-
cause the commission is nothing but
the executive head of the cil busi-
ness.

Q. If the state can pass a law
to make every man who brings in a
well bring it in under proper super-
vision of an engineer, and if they so
desired they could it must be on pro-
per certificate and permit of super-
vision, if the. State can require the
purchaser to bring in his well un-
der the direction of a competent en-
gineer, if tHe State could say you
must pay so much per barrel at the
well then why have this great re-
tinue of Commissioners and people
to enforce the law?

A. I will be frank, I think no su-
pervision could be had without an
organization to do it. It stands to
reason that one engineer could not
be at fifty places at once.

Q. That is exactly why everyone
should have his own engineer, the
opinion of engineers vary as much
as there are engineers?

A. Yes, sir.

Q. Then you would be willing to
lay down your rights and look to
the Railroad Commission or some
other Commission to furnish an en-
gineer to tell you when the well is
brought in right? -

A. Well, you must remember This,
that the engineer for a company is
out to try to get everything he can
for his company, and the engineer
for the State is out for the conserva-
tiqn, 80 I think the two engineers
might not agree as to what should
be done.

Q. 1If the State of Texas can force
a company to have an engineer to
take care of its production as it
comes in, and if the State of Texas
can say to the producer, you must
pay twenty-five cents a barrel or fifty
cents a barrel tax for every barrel of
that oil that comes out of the ground
at the place where the well is what
is there then except for the Commis-
gion to conirol the economie condi-

tion, there wouldn’t be anything for
such a Commission to do?

A, Oh, yes, there would too, but
if you impose a tax of twenty-five
tents a barrel in Bast Texas when
the price is only tem cents a barrel
it would result in the State of Texas
owning the fields.

Q. You are now paying tax of
four‘cents a gallon on the gasoline?

A. Yes, sir, that is the {filling
station price.

" Q. Well, what would be the dif-
ference if you pay it at the well?

A. If you paid it at the well you
would then be putting it on the
producer.

Q. The reason you are sponsoring
the establishment of a Commission
today, the reason you are trying to
put this in the hands of somebody to
regulate it, is for the purpose of tak-
ing care of the economic condition
of the oil industry in this State? Is
in order that your company and oth-
ers may survive, that is right?

A. Yes, sir, I am anxious that this
business be intelligently regulated
to where we can keep from going
broke, .

Q. How long has the oil business
been known in the State of Texas?

A. About twenty-five years.

Q. The Corsicana field was the
first field brought in in the State of
Texas?

A. Yes, sir,
years ago.

Q. Wasn't it forty?

A. I could not tell you.

Q. It was brought in beifore our
geologists were running around over
the country telling us where the oil
was and where it was not?

A. Yes, sir.

Q. And some of these wells in
the Corsicana field are producing oil
today and have been producing oil
for forty years?

A. I think that is correct.

Q. Those wells have continued to
produce, and the oil business has
been going on and Rockefeller and
others have made their millions out
of it, even our own Andrew Mellon?

A. Yes, gir.

Q. You have never heard of those
fellows and asking the Legislature
to take caTe of their business until
it gets into such a shape it cannot
take care of it themselves and then
they ecome here and ask the Legisla-~
ture to help them?

A. I am asking the Legislature
to pass legislation, but not the same

about twenty-five
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kind of legislation that Andrew Mel-
lon and Rockefelier would like to
have.

Q. A while ago you said it was
not in keeping with ideas of the
independents, it is not in keeping
with the ideas of the majors, is it a
common ground, you are just split-
ting the difference?

A. Yes, sir, it is a common
ground. Here is what I am trying
to do: to get a law that will put
through the oil business like a sword
of justice,

Q. You openly admitted, and I
think you are to he commended for
it, that the Legislature should go
far enough to take care of eco-
nomic conditions.

A. To protect the State from un-
reasocnable economic lasses.

Q. The State?

A. Yes, the citizens, I am one of
the citizens and a land owner. 1
rate myself not only as a producer,
but as a citizen and a land owner.
There is not a man here today who
may not have oil under his prop-
erty tomorrow that he would find
himself in the same condition.

Q. Is it the people of the State
that are concerned, or the oil peo-
ple?

A. I think the people of the State
are just as greatly concerned as the
oil people, because the economic loss
at the rate of exchange amounted to
two hundred and eleven million dol-
lars a vear.

Q. That is an economiec condition
here?

A, Well, here it may be but it
has to do with a great business loss
in the State.

Q. You are not coming here re-
commending that the Legislature
control the furniture business?

A. No, sir.

Q. Nor the lumber business?

A. No.

Q. Nor anything except the oil
business?

A. That is right, and I do not
recommend anything concerned with
replacement crop.

Senator Purl: Mr. Chairman, I
would like to ask the gentleman a
few questions.

The Chairman:
ceed, Senator Purl.

All right, pro-

Questions by Senator Pury.

Q. Most of the oil problems you
have been talking about concern all

0il companies, either independent or
majors?

A, T tried to include land owners
also. .

Q. I am talking about the pro-
ducers of o0il?

A, Yes, sir, individuals or inde-
pendents, small companies.

Q. There are a great many in-
dividuals interested in the produc-
tion of oil as produced?

A, There used to be a great
many, but most of them have been
crowded out of business.

Q. They have been crowded out
and it is not a corporation problem?

A. Yes, sir, although the land
owners are still interested in their
royalties.

Q. A corporation is an artifical
person?

A. Yes, sir.

Q. There are six million human
beings with souls out of employment
in the United States today?

A. Yes, sir.

Q. And you want this Legislature
to he called in special session to
ignore six million human beings and
help an artificial person?

A. No, sir, I do not.

Q. Are you interested in any
Legislation that can benefit any-
body but the oil man?

A. Yes, sir, the consumers.

Q. Have you any suggestions
whereby you might help other eciti-
zens of this State that are not in-
terested in the oil business, except
the consumers?

A, You mean only out of this
field?

Q. Yes, everybody is interested
in the o¢il in that they buy gasoline
and kerosene or asphalt. Have you
any suggestion whereby we might
help the rest of the individuals?

The Chairman: Senator Purl, I
don’'t know that that question has
any relevancy to this inquiry. I
think that is a little out of order.

Q. All right, I will withdraw it.
What did you say the name of your
company was?

A. Johnson Ranch 0Oil Company,
and the Rock Creek Company.

A. Are you producing oil now?

A. Yes, sir, gas and oil.

Q. Who are you selling it to?

A. We have been shut in since
we brought in a hundred million
foot gas well, and the other company
I have got a connection with the
Continental Oil Company for oil, and
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the Pacific American Gasoline Com-
pany for gas, a small private con-
tract which was a life saver two or
three years ago.

Q. What are you getting for the
oil now?

A, Waell, yeu must remember 1
have been here two weeks, but it
was ten -cents when I left.

Q. I understood you to say you
had a contract?

A. That was merely a connection,
the contract provided they would
take the gas from our property be-
fore all others, and that has kept
me in business.

Q. You had a prior contract with
them?

A. Yes, sir.

Q. Would you mind telling how
much it is?

A. For the volume of gas taken?

Q. Yes, your.unit price?

A. Well, it is about six or seven
million feet a day and I think the
the return on that is about two cents
a thousand for the gas.

Q. Are they transporting that gas
ouf of the State?

A, They are using it to make cas-
inghead gasoline.

Senator Martin: May I ask a
question, Mr_ Chairman.

The Chairman: Senator Martin.

Questions by Senator Martin.

Q. You stated a moment ago the
royalty owners of this State should
be protected. Then you are a roy-
alty owner yourself, are you not?

A, Yes, sir.

Q. A man who has a tract of
land, under which there is presum-
- ably oil—some geologist looks
down there and sees oil, and tells
him about it—now, he has a perféct
right to make a contract with ref-
erence to how much he shal] get for
that royalty?

A. I have never seen such a con-
tract.

Q. Didn't Mr. Waggoner tie them
in that way in hig field?

A. He made a rare contract,

Q. Well, there is nothing to
hinder any other man from making
such a rare contract, is there?

A, Save and except they won’t
make them.,

Q. You find a great many men
that will not make a rare contract,
even in a cow trade don’t you?

A. Yes, sir; you have to take

into consideration general practice
in the business. -

Q. You don’t hear of any legis-
lation to protect 2 man in a cow
trade, do you?

A. I think they-have tried aw-
fully hard to get it from time to
time.

Q. _Sir?

A. I think they have tried aw-
fully hard to get it from time to
fime, and did get it.

The Chairman: I think that
rather. partakes of the nature of
argument with the witness.

Senator Martin: Well, I haven't
bheard anybody making that objec-
tion.

Senator Oneal: I move that the
committee recess until two o’clock.

The Chairman: The motlon has
been made that the committee recess
until two o’clock. Any second to
the motion?

Senator Purl:
it.

Yes, sir; I second

(Thereupon motion to recess until
2 p. m., was put before the commit-
tee, and carried; and thereupon the
commiitee recessed at 12:05 p. m.,
until 2 p. m., same date.)

Afternoon Session—2. P, M.

The Chairman: Any member of
committee who wishes to ask Mr.
Mayer any more questions? Any one
at all? Any member of the Senate
who wishes to ask Mr. Mayer any
questions?

Senator Holbrook:
one or two questions.

I wish to ask

Questions by Senator Holbrook.

Q. What in your judgment is the
best solution to this problem, the
substitute bill, drawn by you?

A. Yes, sir: I would like to re-
quest consideration of the substitute
I have drawn, and which Mr. Gainer,
as I understand, has submitted, and
in which I have incorpofated all of
the points I have discussed this
morhing.

Q. You think that bill covers
your ideas as you have discussed
them this morning?

A. I think it does as far as it
ean be done, and still be constitution-
ally operative.

Q. Have you had lawyers pass
on that? '
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A. 1 drew that bill and then
asked a lawyer to listen to me while
I read it to him aloud. 1 read it
slowly and carefully to him, and he
said I had Dbeen able to accomplish
in that bill some of the points they
had never been able to before.

The Chairman: Is that all? I
wish for myself and the committee
to express my appreciation to Mr.
Mayer for the able manner in which
he has presented his bill.

Mr. Mayer: I want to thank you,
ladies and gentlemen, for giving me
this hearing.

(Witness excused.)

Harry Pennington, a witness, hav.
ing been sworn, testified as follows:

The Chairman: Members of the
Senate and committee, this is Mr.
Harry Pennington, of San Antonio.
Mr. Pennington’s presence has been
requested by Senator Hornsby.

Mr. Pennington: Mr. President,
and Ladies and Gentlemen of the
Senate: I have some statistics with
me, but I think that you have gotten
about all of the statistics anyone
could swallow inside of such a short
period as this hearing. For your
information I will say that I repre-
sent the San Antonio Independent
Petroleum Association, composed
of—

Senator Martin: Whom do you rep-
resent, did you say?

Mr. Pennington: The 8San An-
tonio Independent Petroleum Asso-
ciation, composed of producers, re-
finers, and pipe liners, wholesalers,
retailers and land owners, that cover
Southwest Texas; and the subject of
conservation is most important to
the State, to our people, and to the
oil industry—I would say to our
State first.

The oil industry has undergone
many, many, profound changes in
the last ten years. The most pro-
found studies have been made of
all the processes, from the time we
think of drilling for oil until we
put it in the automobile. The pro-
cesses all along the line have heen
improved, and we might say, pure
research and invention have been
brought to improve every process;
and in all history there has been
nothing that has affected the life of
a nation, or people, or industry, so
much as technical improvement in
this line. These improvements begin
with geology. We have geo-physi-
cal instruments now, with which we

locate submerged structure before
we drill. We use palentelogy, which
enables us to define horizons geo-
logically that we were not able to
define before. We use core drilling.
We drill to greater depths than ever
before. There is the discovery of the
gas-oil ratio, which at once added un-
told millions to our potential supply
in Texas and everywhere else. The
discovery of the gas-oil ratio
method of production was made in
1912, and I made the discovery, by
the way, and announced it in 1923,
and for five years wrote thesis after
thesis on it in our journals in order
to further the matter of conserva-
tion. So in making an address to
the Senate, 1 feel constrained to say
that no one has done more for con-
servation. No one has done more
for conservation.

With that as a premise I will go
into some of the business details of
the oil industry, how atfected by law,
how atfected by the present law—
how it is affected by the setup we
have under law at the present time.
Statistically, the oil industry is in
a very excellent position. We have,
compared with 1929, which was our
last good year, we have less pro-
duction by 450,000 barrels per day.
We have a greater consumption than
we had in 1929—not a great deal,
but slightly greater. Our imports
are slightly less. The stocks of
crude oil are less in the tanks, and
the stocks of gasoline very much less
in the tanks than two years ago.
The day’s supply of crude oil ahead
is not excessive, and there is no in-
dustry in as strong a position as oil.
But the oil industry is in distress by
reason of low prices; and I believe
I can outline why we have gotten to
the present situation, not through
any effort of ourselves, but through
what I can show to be a form ot
valorization.

The oil industry in Texas, and in
the United States, has been prorated
now for five years, voluntarily, 1
would say, although we have had
orders issued by the Railroad Com-
mission fixing the amount of oil yon
can produce from your Dproperty,
Personally, I have never believed the
Commission had the authority to say
that I could not produce oil to any
amount I wished, but it has author-
ity to say I cannot injure my neigh-
bor, and that comes under the police
power; but when we attempt, as
Judge Hutchinsen has just ruled,
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when the attempt is made to prevent
a commodity from being produced in
its normal way, then we build up
supplies, which depresses prices, In
1929 production of the United States
was nearly three million barrels
greater than any time in history, and
the price was advanced in the face
of that supply. Since then prices and
production have declined, and our
usual economic processes have bheen
reversed by nothing save the propo-
sition of building up resources below
ground. They are in sight; they are
visible; they can be produced; we
have more than we can use, sup-
posedly; and those conditions have
depressed the price of oil. ¥or in-
stance, in the Yates field, the pro-
duction potential has been estimated
at three and a half million barrels.
But in the hearing of Docket 118,
combined with 112, before the Rall-
road Commission in March, Mr. Rich-
mond, who testified here, stated that
if more than 8%,000 barrels of oil
is run from the Yates field, they will
go to water. Then, there is no po-
tential that exists of three and a half
million barrels. Large potentials ex-
isting in any industry. will prevent
an adequate price being secured. You
heard Senator Gore make a wonder-
ful speech. He mentioned rubber;
he mentioned coffee; he mentioned
sugar. Sugar was valorized at twice
its cost of production, and it bank-
rupt the sugar business of Cuba.
Brazil built up enormous reserves in
coffee, and they had a revolution
over it. Japan valorized her silk,
and it bankrupt the industry; and
England did the same way with rub-
ber. Copper went the same; tin
wenl the same way; and the power
of the mightiest nation on earth
" could not valorize wheat and cot-
ton, and when valorization proceeds
with the building up of high poten-
tials, tending to neutralize the law
of supply, until those potentials are
released, we will not receive an
adequate price for oil. The differ-
ence between valorization and pro-
ration is a matter of who carries the
inventory. Under valorization, some-
one buys the production and stores
it. Under proration, the producer
will carry the oil under ground,
and he will carry the inventory and
keep it. If you will require him
to carry the o0il underground, you
are requiring him to carry the in-
ventory.

Now,

the oil industry has had

several meihods of arriving at the

price between the buver and seller.
The first method in use, according
to history, was at Bradfor, Penn-
sylvania, where there were oil ex-
changes, at which prices were bid
and asked and accepted for oil, even
in running lots. Then, the credit
balance system came in. Then con-
tracts were made for oil production
at a definite price. Those systems
were not brought to Texas, except
as to the contract system. In Texas,
we have had what is known as the
posted price system. You find on
the door of every purchaser owning
a pipe line that he will buy oil and
pay you so much for it, and you can
take it or leave it; you have no
recourse; you have no other place
to scll your oil in many cases; and
that is one of the difficulties of the
present setup.

Along the line of supply and de-
mand, demand is largely flexible, de-
pending upon price. Along the line
of tcchnical improvement, when the
cracking process came in, it put all
the o0il we had been burning in
boilers back imn competition with
crude oil. By making gasoline from
fuel oil, all that large supply was
brought back into the picture in
competition with crude, and there is
approximately one million barrels of
sfuel oil being used today, and all
that is competitive with c¢rude. If
the price of crude goes down there
are many power plants over the
country that can switch from gas
to oil, or from coal to oil, when the
price justifies. ‘There is a large,
tlexibity in the market for refined
products, as well as fuel oil. When
gasoline is cheap, farmers prefer to
use gasoline, rather than kerosene.
In the matter of prices for oil lead-
ing up to this situation we have
with capital today, in former years
the price of oil was governed largely
by supply and demand. When we
had plenty of oil, prices went down,
and when the supply was curtailed
the price of oil advanced somewhat,
and there were regular cycles requir-
ing anywhere from cone year to three
years to complete in the orderly pro-
cess of forming but in 1926 the
curves of these eycles were not com-
plete; the old method of supply and
demand was out of joint: we could
not see just what was happening be-
cause production went up and prices

still went up, and it then became



272

SENATE JOURNAL.

evident that there was a plan on
foot to legislate upon the production
of oil, and in support of that I wish
to read a statement made three years
ago, which is printed in “Increasing
the Recovery of Petroleum” by
Wentworth H. Osgood, Lieutenant
Commander, United States Navy. As
stated by W. B. Farish, this plan is
at least three years old, because
this book was written thrce years
ago. We have been looking for this
legislation for many years and we
have seen much written about it, but
vou have not heard half of the pro-
gram Yyet. If this bill passes, you
will be called on for unitization bill,
a bill that will make every owner of
land in an oil! field pool his prop-
erty and let someone else run it for
him. Here is Bulletin No. 4 with
all law ahout it and what is neces-
sary, and if you wish it in evidence
I will be glad to submit it.

Senator Martin: Mr. President,
would the gentleman yield to a qunes-
tion there?

The Witness: Yes, sir.

Senator Martin: That last hook
vou referred to—what page and sec-
tion is it that refers to unitization?

The Witness: It is full of it.

Senator Martin: No particular
section of it?

The Witness: All the law and
the methods and what would be re-
quired to enact a law on it, and all
like that,

Senator Martin: All right.

The Witness: It is the Ameri-
can Petroleum Institute, which 1
have explained was organized in

1919. It is fully organized, manned,
and officered, and they have invita-
tiens sent out to joim it. We did
not join—we figured we would be
in bad company—this American
Petroleum Institute today 1is a
mouthpiece of the Standard Qil Com-
pany; it is the publicity bureau, you
need not be mistaken about it. As
to the difficulties of the small opera-
tor under proration, he has enough
difficulties any way, but under pro-
ration, gentlemen, it takes a lot of
money to drill an oil field—if you
haven't got it you lhave to surrender
somewhow or other, but if you hold
on and get a little bit you must be
satisfied. If vou can not run it in
an orderly way and without injur-
ing your neighbor, if you can not
run it under those conditions, your
property is rendered valueless. I

have endeavored all during this ses-
sion of the Legislature—the first

session,—to aid in conservation, but
we have not yet been able to sepa-
rate true conservation from price
fixing—from fixing supply to de-
mand or fixing demand to supply—
we might as well try one as the
other; and our position is that oil
can best he conserved through
technical operation under the super-
vision of the State, and by that we
mean that any other profession, like
surgery for instance, has certain
safeguards thrown around it; it
don't send a man into the operat-
ing room to see that an operation
is done properly, but simply throw
rules about it. The oil industry, we
think, can best be handled in the
same way. We have always been
constructively in favor of conserva-
tion. We have those laws on our
books now and we have endeavored
to support them and will continue
to support them. The demand clause
is in Senator Woodward's bill, The
demand clause repeals the anti-trust
law., The demand clause fixing sup-
ply to demand is a price fixing meas-
ure, We would like to state another
thing in favor of independents. It
has been said that the independent
refiners are paying less for oil now.
Well, gentlemen, I will refer you to
the time when independents have
always paid more for oil. In my
opinion, refineries I have paid more
for years, from forty to fifty cents
a barrel more than paid by the
majors, and those refineries were
running from six to seven thousand
barrels a day. The independent is
penalized when he buys oils in nor-
mal times. He may be using some oil
now at less than average prices, but
in the long run the independent has
averaged a greater price per bar-
rel, because, until this time, the in-
dependents have paid a premium on
the oil they bought. On the ques-
tion of conservation, if the freight
rate is so high you could not ship
vour cotton from market your cotton
land would not be worth very much,
and on the same basis when pipe
line rates are so high as to prevent
us from getting oil to market at tide-
water—and the market is a tide-
water—our oil is reduced in value.
The facts are too profound not to
consider when we come to the mat-
ter of conservation. The inequity of
the present setup 1in the pipeline
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gituation is such that the State, the
land owner, and the producers are
all deprived of just values by exces-
sively high transportation rates.
Texas produces thirty per cent of the
oil of the United States. The United
States prorated down 107 million
barrels, only to find that imports
were prorated up to 106 million bar-
tels. We voluntarily shut in 107
million barrels leaving the United
States and then allowed 106 million
barrels brought in from Venzuela
and Mexico.

Another. thing about the control
over gquantities and prices,—when
the quantity of any commodity is
limited it means a higher price. The
countries that are under control now
limiting production to demands are:
Venezuela, Persia, Peru, Columbia,
Batavia, Java, as against Russia,
Roumania and Texas. We are classed
along with Russia because we haven’t
controlled our oil yet. The answer
to control in this country is this, that
in Bogata, Columbia, today, under
control limiting the supply to the
demand, gasoline is selling for nearly
sixty cents a gallon. In Venezuela,
that exports a good deal of oil to the
United States, and gasoline, the price
of gasoline at retail is thirty-two
cents a gallon, and where the Anglo-
Persian Oil Company furnishes gaso-
line for instance at Melbourne, or
any of those places, it runs from
fifty to sixty cents, plus the tax, and
that is the result of control. Of
course, our citizens can ratify any-
thing in the Constitution that they
would prefer, but at the time when
you go home and a bill is voted here,
gasoline goes to twenty-two to twen-
ty-five cents per gallon, please re-
member we did not want a spgcial
session of this Legislature; the in-
dependents did not want it.

About the University land and con-
servation. You have heard so much
of that, that I believe you are fa-
miliar with it, but—.

(At this point the speaker was in-
terrupted by the Chairman of the
committee to take up another mat-
ter, after which the speaker con-
tinued.)

The oil produced from Big Lake
is out of the Pennsylvania formation.
That oil is similar to Pennsylvania
oil, and is produced in the State of
Texas. It is similar to the oil pro-
duced in the State of Pennsylvania.

The same formation runs down
through Texas and the Big Lake oil
is of even better quality than Pean-
sylvania oil. It goes to tidewater
and is shipped around by seaboard
and is true Pennsylvania oil, al-
though not produced there. In the
matter of conservation we must re-
member one thing, that where gas
produces oil, the gas emerges as
casinghead gas and it has no pres-
sure, the pressure has been dissi-
pated in lifting the o0il, and in con-
sidering conservation we must re-
member it cost money to compress
gas and when we do compress it we
must have a price for the gas that
will pay the cost of compression with
a reasonable profit. The values of
oil in East Texas are distressingly
low and there is no reas for it
becausge, as I have stated before, oil
is in a betiter statistical position than
any other basic industry in the
world. The excessive reduction in
prices in East Texas can be compared
with a statement made by Mr. Walter
Teagle at a time when Powell was
going good. Mr. Teagle said, and I
have his own statement in the press,
that “Flush fields will have to stand
the burden of a low price.” There
is no reason whatever for puiting
such a burden on a flush field; no
reason whatever. That burden is on
East Texas now, and the Powell
statement was made seven years ago.
From a competitive standpoint, the
people of Texas have for many years
purchased their lubricating oils and
gasoline on a fair measure of com-
petition,—they have had the benefit
of competition. In my town gaso-
line sells today at twelve cents. QOur
local refiners, independent refiners,
are making a fair profit. They have
no desire to add on any excessive
profit, but even under today’s con-
ditions, they are making a fair profit,
and the value of independent com-
petition: to the general public cannot
be overestimated. 1In legislating on
such question as this, and a bill of
the type that Senator Woodward in-
troduced is very likely,—it is very
likely,—that a supply of oil will be
denied the independent refiners. That
has already been endeavored, and at
a hearing of the Railroad Commis-
sion, docket No. 112, combined with
No. 118, when East Texas was first
being considered under proration,
fifty thousand bharrels a day was al-
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lotted to East Texas,—East Texas
could produce fifty thousand barrels
a day. Now, I listen to the testi-
mony, and it has been disputed, but
the record is in the Railroad Com-
mission's office, those who were to
be allowed to buy East Texas oil, the;
Humble Qil and Refining Company
25,000 barrels a day; and the Mag-
nolia, 24,000 barrels, and all inde-
pendent companies, 10,000 barrels a
day. That is our objection to the ap-
plication of the law, in that its pro-
rated the refiners, kept him from
buying a supply. and the independ-
ents nominated one hundred and
seventy-five thousand barrels and
were allowed to buy just one thou-
sand barrels a day. 1 will say that
on conservation we would not ob-
ject to practically any law you might
pass. All we are interested in is a
fair, eqwal, just application to ali
alike, and when East Texas is pro-
rated and ninety-eight per cent of
the oil given to the major companies
and the independents shut off, we
do not see that is by any means fair,
and that is our principal reason for
being here.

Senator Pollard: What reason was
given by the Railroad Commission
for denying the independent refiners
their daily capacity?

A. They said it was in excess of
the demand. They told the Crown
Central that they could not refine
that much a day. They nominated
fifteen thousand barrels a day and
they said they couldn’'t refine but
five thousand and wouldn't give them
that. The Humble Oil and Refining
Company is buying two hundred and
forty thousand barrels a day and
they can’'t refine all that. The dis-
crimination was against the inde-
pendents in that case, a rank dis-
crimination in that case. I think pos-
sibly you listened to the testimony.

Senator Pollard: Yes, gir. Could
there be any other reason for de-
nying the independent refiners in
East Texas their daily capacity other
than to keep them from entering into
the field as refiners?

A. That is the only reason, the
only reason whatever, and that has
been done in many other fields. It
was done at Dodd’'s Creek.

Now, on the question of this Sen-
ate Bill No. 180. We have in Texas
as subsidiaries of the Standard Oil

Company, the Atlantic Pipe Line
Company,—it has been disputed that
the Atlantic is a Standard subsidiary,
but I have in my hands a booklet,

pocket manual, gotten out by J. 8.
. Bach, member of the New York
! Stock Exchange, and they list the
Atlantlc Refining Company, of which
the Atlantic Oil Producing Company
and the Atlantic Pipe Line Company
as subsidiaries, they are listed as
Standard Oil Company subsidiaries.
I have no other information than
that. I think that is authentic, J. S.
Bach & Company are members of
the New York Stock Exchange and
they handle what business I have,
and I have every confidence in them.
Then we have the Vacuum; they re-
tail and wholesale in Texas, and the
Humble Oil and Refining Company,
the Humble Pipe Line Company,
Magnolia Petroleum Company, Mag-
nolia Pipe Line Company, The Dixie
0il " Producing Company, the Mid-
Kansas, the Ohio, The Prairie Oil &
Gas, the Prairie Pipe Line, Illinois
Pipe Line, Seven Crude Oil Purchas-
ing Company, the Continental, the
Ohio Oil Company, and when you
have all these competitors shooting
at you from one direction or another
it is pretty severe competition. The
business is pretty evenly divided and
that sort of competition is very se-
vere and if permitted,—it was per-
mitted when Senate Bill No. 180 was
passed. We advocate the repeal of
Senate Bill No. 180. When the price
of oil was cut to ten cents a bharrel
in West Texas, when that proration
was made, the man that signed that
order knew you couldn’'t pump oil
out of the ground for ten cents a
barrel, he knew you couldn’'t pump
it out ¢f the ground for 20 cents a
barrel. Those orders were signed
just prior to this Legislature being
called, A great many wells have
been shut down and refiners have
been deprived of a supply, and they
immediately raised the posted prices
to where a profit can be made on
their production. That is where the
law of supply and demand has bheen
working.

There is another thing I would like
to refer to in line with this investi-
gation. It has nothing to do with
conseryvation except that competition
aids in the recovery of more oil from
the ground and our land in Texas,—

Company, the Atiantic Oil Producing|and that this so-called one hundred
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per cent retail sales contract. TUn-
der that contract a refiner of gaso-
line and lubricating oil is,—well, I
will assume that Senator Pollard is
the Standard Oil Company and I am
independent—.

Senator Pollard: Thank you, very
much, ’

Mr. Pennington: He comes to me
and says “You are handling four dif-
ferent brands of gasoline,” and I say
‘Yes, sir,” and he says *“You are mak-
ing 2 1-2 cents a galion now, but if
you will handle mine exclusively I
will give you a cent and a half a gal-
lon more, and further I will take care
of all of your accounts, all the cour-
tesy cards I issue, I will carry them
for you,” and that is a further extent.
When that contract is made I throw
everybody's gasoline ouf and a per-
fect monoply is secured. That con-
tract has cost thousands upon thou-
sands of retail outlets to the indepen-
dent refiners in Texas and all over
the Union. There jisn't any question
but that if that contract is permitted
to continue there will not be any par-
ticular reason for there being any in-
dependents because there will be no
outlet to which he can sell it.

Now, we go over to the Railroad
Commission. We have a great deal of
respect for Judge Terrell and Mr.
Smith and Governor Neff. We have
every confidence in their integrity.
‘We do doubt seriously though that the
oil and gas department itself has been
equipped with the necessary techmical
talent to bring in the necessary infor-
mation for dealing with conservation.
Conservation is a great technical prob-
lem. It is only in the last three or
four years that engineers have been
brought into the oil fields wholesale.
T have been in the field, except For
five years spent at college,—I wag out
in the field and stayed two years and
then went to college and came back,
and for many years there were no
engineers and it wasn’t until 1928 and
since 1928 when it was proved that
_engineers were necessary that they
have gone into the field wholesale,
staffs, boards, consulfing engineers,
diviston engineers, resident engineers,
there are more of them in the field,
you run over some of them sometimes,
and ‘they are applying methods of pre-
cision to the production of oil, and
when those methods are to be super-
vised quite naturally the supervisor
must be equally proficient, and that is
the only defect we see today in the

administration of our law on conser-
vation. Wells have to be cemented,
they have to be very carefully drilled
to protect the upper sand from water,
protect the gas to keep it from blow-
ing out, save human lives, and things
of that nature, and those matters are
very bproperly subject to the police
control of the State. We concur in
all of those measures of conservation.
We would like to see them enforced.
We do not like to see our property
damaged by our neighbor across the
line, and we have gome neighbors who
are not altogether mindful of what
the other fellow is entitled to, or
what the other fellows rights are, and
conservation can be served by throw-
ing about the production of o0il the
same safaguards thrown about the
operation of a public utility, or any-
thing else that affects the general in-
terest. I do not think a fair law in
that respect would be combatted by
anybody. No independent has ever
denied conservation. No independent
has ever attempted to attack conserva-
tion. The only attack the indepen-
dent has ever made in the courts has
been against proration. We have al-
ways believed we could do with our
property as we chose provided we did
not injure our neighbor. The one-
eighth of a cent tax on oil would pro-
duce in Texas three hundred and
seventy-five thousand dollars a year.
That amount of tax would provide a
suitable board to work under the pres-
ent commission or under a new com-
mission, a petroleum engineer in each
field, and possibly two petroleum engi-
neers in active fields, a competent geo-
logist, a competent lawyer, versed in
oil law, under such a hoard as set up
in that way we believe the State of
Texag would profit enormously, we
believe that oil would be produced
more economically and that the gen-
eral business of oil would be served
through conservation. I thank you.

Serator Hopkins: I would like to
ask Mr. Pennington a few questions.

The Chairman: Senator Hopkins,
all right.

Questions by Senator Hopkins.

Q. I might say, Mr. Pennington,
your statement has interested me a
great deal. From my personal stand-
point it has developed for the first
time what apparently is the concen-
sus of opinion of the independents as
to measures to be enacted by the Leg-
islature, and it is along that line I
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would like to ask further light from
you. Do I understand you to say in
your opinion that the Woodward-
Wagstaff Bill providing for a new
commission would give to that com-
mission the power to exercise their
opinion as to market demand, al-
though it is not specifically written
into the bill.

A, Yes, sir.

Q. You think that under the terms
of the bill as proposed it will have the
power to prescribe the amount of oil
produced in the light of market de-
mand as they see it?

A. Yes, sir. I forget the clause but
there is one clause there that connects
one pool with another—if this pool
damages this one in the opinion of
the commission, then they*can close
this one down. That is exactly the
situation we have now,

Senator Woodward: May I furnish
him with a2 copy and let him point
out the place that he thinks that
does that?

Sepnator Hopkins:
you to.

A. You are more familiar with it
than 1T am.

Senator Woodward: If that is in
there, I want to take it out.

Q. It has been commonly stated as
the opinion of some that although
not specifically stated in the biil, as
a matter of practical operation, it
would so operate as to give them that
power and I want to get your reaction
to that. Sec. G. of Sec. §, Mr. Pen-
nington, might be it?

A. That js one of them,

Q. To get that clear, you think
subdivision G. of Sec. 6§ is one place
that would give that power to the
commission?

A. Yes, sir.

Q. In your opinion, Mr. Penning-
ton, would the terms and provisions
of Section 9 of the hill, as appearing
on page three of the advance printed
copy, be calculated also to confer
that authority upon the commission?

A. Yes, sir, under Section 9 the
production of oil could be limited,
and if you will allow me to add that
the limiting of production arbitrarily
can cause more waste than any other
phase of production. An oil well
should produce at its most economical
rate, most efficient rate, and when we
disturb that rate of production we
cause waste.

Q. In order to get it clear for the
record and my mind, you are of the

I would like for

opinion that the limiting of produc-
tion under given conditions creates
waste?

A, Yes, sir., Would you like for he
to tell positively how?

Q. Yes, sir,

A. One of the first orders of the
Railroad Commission under conser-
vation was issued in the northwest
extension of Burkburnett, I had
some wells out there flowing, wast-
ing no oil or gas, and I had instrue-
tions to shut those wells in to a cer-
tain amount, I argued, of course,
oil was two dollars and a quarter a
bharrel, and I argued that I wasn't
wasting any oil, no physical waste
of any kind, and wasting no gas, and
that all of those wells would paraf-
fin up because the oil had a good
deal of paraffin in it, and they in-
sisted that I close them in and I
insisted that I shouldn’t. They said
“We will fine you,” and I said ‘““The
only thing our company can do is
to try out whether you have this
authority, or not,” so the company
which I had then, which I have since
sold, enjoined the Commission. Now,
some of them around me did shut
in and one of them is Tom Sowell
of Dallas. He sold a piece of land
with one well on it for two hundred
and fifty thousand dollars and the
well was making twenty-seven hun-
dred barrels a day and he guaranteed
it to make fifteen hundred barrels.
He shut it in for five days and when
he opened it up it wouldn't make
quite a thousand barrels and he had
to take off one hundred thousand
dollars from the sale price. It cut
that well down nearly two thousand
barrels a day in production. An-
other one close by owned by Henry
Hobbs was closed down by order of
the Railroad Commission. It never
did flow again, and it was a beauti-
ful flowing well, and it never flowed
again. If that is conservation I
don't know what conservation is.

Q. I am glad that you mentioned
that and right in that connection
1 want to say that it has been stated
to me by people whom I conceive
to be reputable geologists that if the
power is to be given to the Commis-
sion to regulate the production of
oil under proration that their pow-
ers be limited to say not more than
seventy-five per cent of the potential,
In other words, to leave it back iuo
the hands of the lessee or the actual
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operator, whoever he may be, full
control over at least one-fourth or
twenty-five per cent of his potential
and not have it subject to the pro-
ration orders that might be handed
down by a Commission. What would
be your reaction to such a provision
as that? :

A. That would be endeavoring to
repeal the law of supply and demand
and we have had revolutions over
that question. I don’t believe it can

be done.

Q. I think perhaps I am not mak-
ing myself clear to you. The thought
that has been advanced to me was
that if the Commission is created
that rather than for them to have
unlimited control over all of the
production that their control be
limited to not more than seventy-five
per cent of the production; in other
words, limiting the authority of the
Commission to be created. Would
vou think any limitation of aunthor-
ity would be advisable?

_A. What would be the purpose of
that limitation?

Q. The only purpose, I am not
arguing this matter with you, Mr.
Pennington, I am just asking for
information, say that it would limit
the power of the Commission to such
8 degree that it would not be in posi-
tion of passing haughty or arbitrary
rules, and it would leave in the land
owner or operator control of at least
one-fourth of the production. I
don’t know whether that is a good
or bad suggestion but I am just ask-
ing?

A. T cannot subscribe to anything
that will arbitrarily change the cor-
‘rect flow of an oil field.

Q. You spoke of an attempt to
valorize the oil industry. Would it
be your opinion that if the Wood-
ward-Wagstaff bill if enacted, that
its actual purpose would be an at-
tempt to valorize the oil industry.
what is your opinion on that?

A. I think that is section 6 and
9 of the bill.

Q. In your opinion that would be
runious to the industry?

A. It has ruined us already, we
have had it for three years and oil
has gone down steadily since we have
had proration.

Q. Would it be your opinion that
such legislation would not only be
derogatory but doing much vio-
lence to the industry that it would

do irreparable injury. Imn other
words, is it your opinion that we
would be better off without the bill
than with it? ’

A, No, there are parts of this
bill that I believe are good.

Q. It has been suggested to me
that if there is in fact a new Com-
missien created that would be a
limit from the standpoint, of time,
and a suggestion has been made that
if the Commission is created its life
should be not more than a year or
eighteen months from the time it
goes into effect, what would be your
reaction to that suggestion?

A. There is not anything more
upsetting than the change of the
basic law. We have to adjust our-
selves to it in any event, and I do
not believe that that would help us
a great deal. If we prolong prora-
tion we are still going to be in this
trouble. If we build up this high
botential we are still going to be in
trouble. If the bill is enacted it
should be one that we can work
under and it should not be limited
to East Texas, because we will have
other fields after that one.

Q. I believe you feel that you
practically reflect the attitude of the
majority of the independents in the
State, do you not?

A. T have put the question many
times. We are always in favor of
conservation, we are in favor of
speedy trials in the courts. We are
willing to stay within our constitu-
tional rights, or any law that can
be passed, but we are not willing to
surrender control of our property to
somehody else without due process
of law.

* Q. Right in that connection, Mr.
Pennington, would this sort of sit-
uation, which I will now outline, in
your opinionr meet the suggestion
without a Commission? If this Leg-
islature should strenghten the com-
mon purchaser pipe line bill, provid-
ing for ratable takings, providing
mneans whereby the railroad commis-
sion could obtain proper injunction
against those that violate reasonable
orders, and provide a means whereby
penalties would be enforced during
the pendancy of a restraining order
and so as to increase the Railroad
Commission’s facilities by giving it
technical officers and experts, don’t
you believe with that sort of adjust-
ment, and by giving them proper au-
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thority, that such results would be
achieved  rather than through the
route of a new commission?

A. That question has many bar-
rels to it. We have never asked for
a new Commission. We believe, as
I stated in my short talk, we believe
that the present Commission with a
petroleum engineer of a good many
yvears experience, say ten years ex-
perience, with a Egeologist and a
lawyer could administer the law
under the direction of the Railroad
Commission and with the unbiased
opinion secured from each technical
man in the employment of the State,
50 as not to be running to somebody
for free information al] the time, and
that information cooked up the way
they want it ail the time, that is our
main objection; and another thing
we are in trouble now, I don’t believe
we ought to change orders in the
middle of the river.

Q. Would this sort of situation
in your opinion meet the approval
of the independent oil men: the ¢rea-
tion under the now existing Railroad
Commission of an oil and gas divi-
sion, say of three members, one of
whom would be a practical oil op-
erator, one a technical officer, and
one a competent oil attorney to ad-
minister oil and gas laws, and its
production in reasonable manners, if
conservation under the jurisdiction
of the present Railroad Commission,
would that sort of set up in your
opinion be more beneficial than that
of a new Commission on the other
hand?

A. As a part of a new set up that
would be much more acceptable.

Q. You think it would come more
nearly to meeting the approval of
the independent oil operators and
refiners of the State?

A. Yes, sir.

Q. What would be your thought
as to combining with the new com-
mission, if it is created, the admin-
istration of other natural resocurces
of the State, such as water power,
sulphur and all other natural re-
sources? Do you believe that a new
commission that would administer
the o0il and gas laws would function
as well as if it had the administra-
tion of the other natural resources
combhined with it, as it would if it
left the other natural resources out
and confined itself fully and alone
to the oil and gas business?

A. Of course, there are many
things allied to the oil and gas busi-
ness. Of course, underground water,
artesian water would be very closely
allied to the oil business,

Q. It has been advocated that if
a new commission is created that it
will combine under that commission
other boards, such as the Board of
Water Engineers, that deal with the
issuance of permits to the various
power companies, for the develop-
ment of public water resources, or
combining of the Reclamation En-
gineers Department, which has to do
with the surface water; and perhaps
giving to that new commission power
on the theory of the conservation of
oil, to control agricultural products.
Would it be your opinion that such
commisgion would function as well
under those combined efforts as if it
wire confined to the oil and gas
alone?

A. The conservation of our flood
waters and water power and irriga-
tion projects is a matter purely of
civil engineering. Oil engineering is
mechanical, they are two different
things entirely. Then reclamation
work is also civil engineering.

Q. Don’'t you believe it would be
dangerous public policy to so com-
bine such power? In your opinion,
wonldn’'t it be a dangerous public
policy to combine oil and gas with
that of the water power?

A. T don’t see any danger in it,
it would be confusing. It has resulted
in confusion under the present con-
dition. You take Mr. Parker with
the Railroad Commission, he is a
very competent civil engineer in the
railroad department, but he was
taken out of that and put in the oil
division without any training what-
ever.

Q. Let me sum up what I con-
ceive to bhe yvour viewpoint, it would
be this; that in your opinion, and
perhaps the opinion of the majority
of the independent producers and
refiners of the State that this situa-
tion can be best controlled and regu-
lated to conserve oil and gas by mak-
ing use of the existing governmental
agencies rather than the creation of
new agencies independent and free
from those which you now have?

A, Yeg, sir, we have plenty of
Commissions now.

Senator Stevenson:
to ask some questions,

I would like
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The Chairman:

Proceed, Senator
Stevenson. )

Questions by Senator Stevenson.

Q. Do I understand you to say
that you disapprove the posted price
method of buying oil?

A. No, sir, I simply stated what
the system was. )

Q. There is very little oil now
sold under contract?

A, Some is sold under contract
at times, some in southwest Texas
and some in East Texas,

Q. 0i] is the only commodity of
any importance that is not dealt with
on some exchange, that is selling
short and dealing in futures?

A. Well,I am not advocating any
change in our present syziew, but
the posted price system allows the
price of oil to be fixed. I do not say
there is any conspiracy between the
purchasers, but what I did say is that
when you have twenty Standard Oil
companies in the State of Texas, one
big company can fix the price and
the others follow, they don’t have to
fix it. If Anderson-Clayton should
get out of the cotton market the bot-
tom would drop out of it.

Q. It is pretty close to the bot-
tom now. '

. A, Yes, but it would go further if
they were to get out of the market.

Q. Well have you any suggestions
to make whereby the marketing sys-
tem could be improved?

A. As to the marketing of o0il?

Q. Yes,

A. The only thing that I would
like to do would be to open the
market at tide water. Now, the
market of oil ig in fact based on the
price at tide water, like cotfton at
When you go back to the
interior and deduct the freight rate
and cost of handling that is the price
at the interior. If the conditions
exists now we cannot reach that
market down there. If we have ex-
cessively high rates of transporiation
we can’t send our oil to tide water
because of that competition. We
have to pay freight and our combpe-
titor does not have amy freight
charges to pay, and we cannot meet
that competition in the market, be-
cause we have no pipe lines. The
independent has no pipe line from
which to recoup his losses. Every
tub has to stand on its own bhottom
and if he makes any money he has
to make it in the purchasing and re-

fining because he has not a2 pipe
line to support him and the entire
setup is such that with excessively
high rates the independent pro-
ducer cannot reach tide water today.
where our oil is really sold. That
change would create a marketing
system which would benefit the
whole o0il industry in the State of
Texas, the refiner and producer
alike,

Q. Would any regulations of pipe
lines as common carriers tend to cor-
rect that gdifference?

A. If pipe lines were severed
from all forms of business, it would
benefit Texas oil immeasurably. -

Questions by Senator Woodward.

Q. You have a copy of the bill
there, haven’'t you?

A, Yes, sir

Q. Before getting to the portions
about which I 'want to interrogate
vou, I will ask you this: If I under-
stand you, you are opposed to amy
bill which would authorize any com-
mission to take into consideration
the reasonable market demand for
oil or gas as a basis for proration?

A, Yes, gir; I do. We have had
that for three years, and it has got-
ten us into some awfully bad trou-
ble.

Q. I agree with you so far. Now,
you were interrogated with refer-
ence to this bill, and expressed your-
self as being fearful that in some
sections of this bill, maybe it was
broad enough to authorize the
Commission to do that. Well, with
the statement that this bill was not
intended to have that effect, I want
to ask you these questions, and see
if I can not straightem you out on
that. Just take the bill and turn
{0 the section and words that you
think might probably bring that
about. . You referred to Section 9
a while ago. Have you that there?
Maybe I can make it clearer.

A. I have a marked copy.

Q. Let me interrogate you along
this line: I am sure I know what
you have reference to. Section 9
in part reads as follows: “Upon the
initiative of the Commission, or upon
the verified complaint of any party
producing, storing or transporting
crude petroleum oil or natural gas in
this State that waste of crude Dpe-
troleum oil or natural gas is taking
place in this State, or is reasonably
imminent, the Commission may hold
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a hearing, at such time and place
as it may fix,” and so on. Now, you
construe the language ‘‘that waste
of crude petroleum oil or natural
gas” means any kind of waste, don’t
you?

A.
waste.

Q. Well, that would not refer to
economic waste, would it?

A. I hardly think so. If you com-
bine that clause with the one up
there—with the one about creating
or producing unnecessary fire haz-
ards, that covers storage; they have
waste incident to—

Q. What I mean, Mr. Pennington,
was that the word “waste” as used
in that section, of course means the
kind of waste that is described or
defined in the Act?

A. Yes, sir.

Q. It don't mean waste of any
imaginable character that the Com-
mission might take into considera-
tion, such as over and above the
reasonable market value,

A, Yes, sir.

Q. The term ‘“waste’”, as used
there , would be confined—and I
thirk all lawyers will agree with me
—would be confined to ‘‘waste' as
defined and described in the Act.
Now, let's come to Section 5, which
is the definition of **waste’ in this
bill. First, we define it in the stat-
utes of this State relating to crude
petroleum c¢il or natural gas. Those
are the “waste’” statutes now on the
books, and which exclude economic
waste by the amendment of 1929,
The next one is Section (b) of the
Act, ““waste incident to or resulting
from so drilling, equipping, locat-
ing, spacing, or operating wells
as to reduce, or tend to reduce, the
ultimate total recovery of crude pe-
troleum oil or natural gas from any
pool or area.” That would not in-
clude reasonable market demand,
would it?

A. No; that section would not by
itself; but now, ‘“‘tend to reduce the
ultimate total recovery of crude pe-
troleum oil or natural gas from any
pool or area,” before we know what
that ultimate recovery might be,
might be generations from now; it
is largely problematical as to what
it would be; and there is nothing so
discouraging as an indefinite law
like that.

Q. Don't you agree that it is
necessary to have some law that will
enable some Commission to prevent

No; I don't mean economic

the drilling, or spacing, or operat-
ing of wells as would tend to de-
stroy the total ultimate recovery,
whatever that total ultimate recovery
would be?

A. As a general proposition, there
is no question but what our oil
should be safeguarded.

Q. And it should be so operated
as to produce the greatest total
amount as possible?

A. Yes, sir.

Q. It should not be so operated
or drilled as to unnecessarily let in
salt water and destroy the well?

A. True.

Q. In other words, you agree with
me, I am sure, that we ought to have
in this State some law by which a
commission wounld have the power,
after a hearing and after an investi-
gation, to prevent the operation of
any well or set of wells in such a
way as to unreasonably destroy the
ultimate final recovery of oil?

A. Well, a provision like that,
vou would just simply have to rely
upon a preponderance of testimony.

Q. 1t is an issue of fact.

A. No; you can't prove it. You
would have to go four or five years
from now ito see that. It is very
indefinite clause,

Q. Mr. Pennington, the point I
am trying to make—I understand
nobody can tell how many barrels
will come out of any given well but
what I am talking about, regardless
of whether it will produce a million
or two million barrels, isn‘t it ad-
visable to have some law by which
to prevent the operating of that well
in such a manner that any man
would agree would result in destroy-
ing ultimate production in that well?

A. That is quite true; but in
practice , we don't go at it in that
way. We go at it in such a way as
to prevent excessive waste of gas.

Q. How about excessive waste of
oil through water coming in?

A. But water is not a menace.

Q. Salt water is not a menace?

A. We rely on the water to drive
oil in. We don't produce very much
where we don't have water.

Q. You don't mean to say you
can't endanger and actually destroy
a well by bringing in salt water?

A. I didn't say that.

Q. Well, that ought to be pre-
vented then?

A. The water should be control-
led; water is an asset, if controlled.
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Q. Sure; then it ought to be con-
trolled?

A. No question about. that.

Q. Axnd that well ought not to
be permitted to be operated in such
a manner as to permit the destrue-
tion of that well by salt water?

A. You could not prevent the de-
struction of that well permanently,
because water takes all of them
eventually. You see, water gets them
all eventually.

Q. All right, let's get down to the
next section, and see if that im-
cludes reasonable market demand—
Section (c), ““waste incident to or
resulting from the unnecessary, in-
efficient, excessive, or improper use
of the gas, gas energy or water drive
in any well, pool or area; however
it is not the intent of this Aect to
require repressuring of an oil pool,
or that the separately owned prop-
erties in any pool or area be unitized
under one management, control or
ownership.”” Now, that does not take
into consideration reasonable market
demand, doces it? _

A. If that word “inefficient” was
taken out, that would be a very good
clause, and we would have if now,
if we had out of that present law
these few words.

Q. The question I was askirng you
was to point out language in the
bill that would authorize the Com-
mission in dealing with this subject
matter in preventing waste to take
into consideration the reasonable
market demand for oil?

Q. Section 5 reads, ‘“The produc-
tion, storage or transportation of
crude petroleum oil—.

" A, That word ‘‘storage” will
make you limit the production so
that it would not be storage that wag
in Texas. You can take it out &f
Texas and store it, and that places
us at a disadvantage.

Q. “The production, storage or
transportation of erude petroleum oil
or of natural gas, in such manne},
in such amount, or under such con-
ditions as to constitute waste is here-
by declared to be unlawful and is
prohibited.” How do you interpret
that word ““waste’?

A. Well, we know oil when oil
comes out of the ground—.

Q. I mean in this bill, where we
use the word “wagste;” that, is, we
prohibit and make unlawful the pro-
duction, storage or transportation of
crude petroleum oil or natural gas

in such a manner as to constitute
waste.

A. Yes, sir. '

Q. Now, what kind of waste are
we talking about? 1Is it physical
waste? .

A. Physical waste.

Q. That doesn’t take into consid-
eration the reasonable market de-
ma.n/d, does it?

A. If you prohibit storage under
the ground. On the ground, it cre-
ates physical waste. Then you must
produce according to market de-
mand; you can’t store it.

Q. That would be your objection
to that section, that under Section 5§
the commission eould take into con-
sideration the reasonable market de-
mand in determining the amount of
storage?

A. Yes, gir; that is, in Texas; but
you could take it out of Texas.

Q. So you don’t define the term
‘““waste™ to be waste as defined in
this Act?

A. T am taking the words as they
are,—as they appear here.

Q. So you don’'t define those
words “waste’ as “waste” is defined
in this Act?

A. Senator, I am not a lawyer,
you understand.

Q. Mr. Pennington, the reason I
was asking these questions, it occurs
to me that frequently the layman’s
interpretation or construction of a
certain word is probably confusing,
net only to him, but to others to
whom he repeats his construction.
Now, I think there is no question
but what every lawyer would agree
with me when I say that waste as
used in this act, wherever it is con-
fined to the kind of waste described
in that act, if it is physical waste,
that is the only kind of waste it
deals with?

A. If any doubt about it, why not
combine 5 and 6, and put a storage
clause in it?

Q. There would be no objection
at all to it. But I believe you were
confused as interpreting this section
as being broad emough to include
reasonable market demand, because
you interpret waste as being any kind
of waste, which  would he waste any
excess of production over and above
reasonable market demand.

A. Now, of course, on these other
matters of waste, using too much
gas, improper drilling, cementing of
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casing, and so forth, there is no dis-
pute on that,

Q. No dispute at all.

A. That is common ground for
everybody.

Q. The point is, Mr. Pennington,
and I think that we all agree on the
subject., and that is, you don’t think
it is good policy for this Legislature
to write intoc the law a provision
whereby the commission would be
authorized in considering,—in de-
termining whether it is wise or not
to take into consideration the rea-
sonable market demand of oil?

A. No, sir.

Q. And vyour idea is to have a
bill so worded as that they could not
take that into consideration?

A. Yes, sir. Very clearly, but 1
do not mean to say that we ought
to produce oil disorderly—.

Q. 1 understand.

A. -—because conservation is
common ground for everybody, the
producer, the public, and the State,
and nation.

Q. You recognize, Mr. Penning-
ton, that there are many ways by
which pools or wells might be so
drilled and operated as to bring
about almost shameful physical waste
of the natural product?

A. Unquestionably.
it"Q- And that is being done—isn't

A. Certainly,—unquestionably.

Q. And that ought to be prohib-
ited?

A. And, if the present law was
amended, so as to take out a few
words, “except an oil well,” the

commission would have ample power
under it.

Senator Purl: Mr. Chairman, 1
would like to ask one or two ques-
tions.

The Chairman: Senator Purl.

Questions by Senator Purl,

Q. Mr. Pennington, the Legisla-
ture in Kansas, on March 16th, or
about that time, this last year,—just
recently, passed a hill relating to
the regulating of the production of
petroleum oil, and prohibiting waste,
It defined waste as follows; ‘‘Section
2. The term waste, as it is used
herein, in addition to its ordinary
meaning, shall include underground
waste, surface waste, and waste of
gas energy, and the waste incident
to the production of crude oil or

petroleum. The Publie Service Com-
mission shall have authority to make
rules and regulations for the pre-
vention of such waste, and for the
protection of all fresh water strata
and oil and gas-bearing strata en-
countered in any well drilled for or
producing o¢il.”” If this section was
put into the Woodward bill, would
you consider that this definition
would be in a way authorizing the
commission to take into consideration
economlec waste?

A. 1 don't think so.
Q. S8ir?
A. 1 don't think so. That Bec-

tion itself would not take in eco-
nomic waste. That one section, “un-
derground waste,” Senator— You
know, vou talk about hazard. 1
haven't been here much. This is the
first time I have been here this

length of time in my life. I have
heard about these hazards. The in-
surance business has hazards, the

banking business, the railroad busi-
ness, the pipeline business, and this
underground waste is just about like
all the others. You can't prove it.
It is a very indefinite term, and un-
der that clause, it might bring some
disaster if we should—.

Q. It is the only clause in the
Kansas bill that makes reference to
it. Now, do you construe that would
be any authority for the Railroad
Commission, if we enact it, to take
into consideration reasonable market
demand, or economic waste?

A. 1 don’t think so.

Q. All right. Now, you spoke
awhile ago about the big oil com-
panies making these hundred per
cent contracts—.

A. Yes, sir.

Q. —with the filling stations?

A  Yes. sir.

Q. How long have you been in
business in Texasg?

A. Txcepting for five years  of
college, I have lived in Texas all my
lite,—thirty years.

Q. You have been in the oil busi-
ness how long?

A. Thirty years.

Q. Were you familiar with the
bill that was introduced in the Reg-
ular Session of this Legislature by
Senator Woodward, known as the
“Divorcement Bill”'?

A. Yes, sir.

Q. What was the attitude of the
independent producers and independ-
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ent oil men as to effectiveness of that
bill, and whether it should be passed
or not?

A, I think most of the independ-
ents favored that bill.

Q. Do you now favor that bill?

A, With the divorcement of the
filling stations from—-

Q. To divorce the filling stations,
and maybe some other activities
from the oil business generally?

A. 'Well, any bill that would take
away the profits of a public utility
used as—in private competitive bus-
iness to defeat competition, would be
favored, I think.

Q. Under present conditions are
the chances for an independent man
growing greater or less fo succeed
in the o0il business?

A. If we pass this bill as writ-
ten— '

Q. I am not asking you that,

A, Now—.

Q. Now, under the present laws,
ig the chance of an independent man
growing greater or less to succeed?

A, Growing smaller and smaller.

Q. Now, will the enactment of
this bill help them?

A. It will help them out of busi-
ness.

Q. Bir?

A. It will help them out of busi-
ness?

Q. Yes, sir.

A. I won’t help them at all.

Q. How will it help them?

A. It will help them entirely out
of the business. ’

Q. You mean jt will ruin them?

A. Yes, sir.

Q. Will the passing of this bill
help or retard the major companies?

A, 1If the independents are out, cer-
tainly it would help the major com-
panies. This bill would destroy the
credit of the independents, Senator.”

Q. Then, is it your opinion that if
this legislature passes this measure,
that we will not be helping the oil
industry generally, but will be help-
ing one specified branch of it?

A. There's no question about it.
Under this bill, we will have no more
independents. Not under this bhill.

Q. What could this Legislature do
to help the independents?

A. By affording clear, equal ac-
cess to the markets of the world. You
do that in anything. A farmer can
dispose of hig cotton at the same price
as anyone else, to tidewater. He is
not forced to sell it to anybody, but

can ship it to tidewater and sell it
himself, We are tied to the interests
of the pipeline company’s excessively
high rates. Our competitor has an
advantage, I will whip any competi-
twenty to thirty cents a barrel, and
if you will give me ten cents a barrel
advantage, T will whip any comepti-
tor I have. :

Q. Do you know whether or not in
the last few years there have been
considerable improvements in the re-
fining processes throughout the en-
tire country?

A. Material
ator.

Q. All right.

A. Profound improvements; yes,
sir.

Q. Isn’t it possible for a small re-
finery with modern machinery to
malke gasoline cheaper than some of
the larger companies that have anti-
quated machinery?

A. Well, at ‘this particular time,
the cost of purchasing erude is very
low, and we can skim over it at a
very low cost, you see, so that the
cracking processes are not now mak-
ing any money. It would be better
to shut them down and skim right
now.

Q. Yes, sir.

A. When oil is high, the cracking
processes are profitable, you under-
stand, because in cracking, we use
high temperatures,—seven or eight
hundred degrees, and that is getting to
red heat on iron, and they use very
high pressures, and it is dangerous.
It takes very heavy one-piece drumsg
to do it with, and all of that is ex-
pensive. It would depend on what
type of refinery you mean. A new
refinery, or an antiquated refinery
as I take it, you would mean a re-
finery with a shell still, which is very
expensive to operate and very ex-
pensive to maintain, With a new
plant consisting of what we call a
fractionating column and pipe still,
is very cheap to run large quantities
through -it, and get a better separa-
tion, and it is very economical to op-
erate.

Q. Speaking of the term “conserva-
tion,” purely from the standpoint of
conserving the natural resources, and
not of waste?

improvements, Sen-

A. Yes, ir.

Q. Doing it for the betterment of
society?

A. Yes, sir.
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Q. Are the laws on conservation in
Texas now adequate?

A. If yvou take about five words out
of the present law, you would have
all the law vou need.

Q. What five words would you tale
out?

A. These
well,”

Q. (By Senator Hopkins) Except-
ing what?

A. “Except an oil well.” Wait a
minute. I will get it. [ don’t believe
I have it, but anyway, it provides
that we must not waste gas from a
well, and then says this shall not avo-
ply to a well which produces oil.

Senator Woodward: Tor your con-
venience, 1 will read that Article. It
is Article No. 6008. It reads now, in
the statute that is now in force:
“Any person, co-partnership or cor-
poration in possession, either as own-
er, lessee, agent or manager, of any
well producing natural gas, in order
to prevent the said gas from wasting
by escape, shall within ten days after
penetrating the gas-bearing rock in
any well, shut in and confine the gas
fn said well until and during such
time as the gas therein shall be uti-
lized for light or fuel or power; pro-
vided, that this shall not apply to
any well that is operated for oil.”
That is the clause you are talking
about?

A. It's the one under that clause.
I will say this, Senator, that when we
find ¢il in the ground—discover a
pool.—T think you have had it ex-
plained,—that the gas is in solution
with the oil.—if we produce any oil.
we must produce some gas with it.

Q. (By Senator Purl.) Yes, sir.

A. And this clause that the sena-
tor read excludes o0il wells from the
description of waste of gas, You un-
derstand.

Q. All right.

A. Now. if you write a clause lim-
iting the amount of gas that can be
produced with oil, that limitation can
not include an arbitrary number of
cubic feet. - It can only include the
general rule.

Q. All right.

A, Yes, sir.

Q. I know nothing about the oil
business, and this question may sound
silly to »you, but it doesn't to me.
How do vou determine what is an oil
well, and what is a gas well? Does
one predominate—-one over the ¢ther?

words, “except an oil

A, 1f a well produces oil, it is an
oil well.

Q. Even though it may be produc-
ing a million times as much gas as it
does oil?

A. Yes, gir, that's true.

Q. Well then. whether the Rail-
road Commission—if there is much
more gas being wasted than there is
oil, should they not have the authority
to declare it a gas well, and close it
down?

A. Now there was a controversy
some years ago between the Humble
0il & Refining Company and the Rail-
road Commission as to whether it
was a gas well, or an oil well up
there at Ranger.

Q. All right.

A. It didn’t make any difference
which it is. If we waste one of them,
we waste the other. I don't see any
argument to it. I don’'t think we
should make any distinction. A gas
well may not produce any oil, but
every oil well produces gas.

Q. We have been called down here
to pass conservation laws.

A. Yes, sgir,

Q. Now then, what law could we
pass to bhetter conserve our natural
resources, if any?—at this time?

A, Well, now, Senator—

Q. You said five words a while
ago. Any more”?

A. Our association didn't want any
session of the Legislature. QOur as-
sociation didn’'t want any more laws,
We don't want a session of the Legis-
lature.

Q. Who did want one?

A. Mr. Farish sent out letters all
over the state, to banks. and chambers
of commerce, and people like that ask-
ing them to wire the Governor asking
him, and asking their representatives
to have a session of the Legislature,
but we didn’'t do it. We went into the
San Antonio Chamber of Com-
merce,—into the oil and gas com-
mittee, and we told them that we
had been down here trying to aid
the Legislature, and that we
couldn't do anything or get any-
where with it, you understand—
requesting Mr. Farish to wire the
Co--ernor to hold a special session, and
we asked the chamber of commerce
to wire the Governor not to call a
special session, and the chamber of
commerce did. And now thev come
in with the letters from Mr. Farish,
where the San Antonio Chamber ot
Commerce, as I understand it, wrote
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gix hundred letters to all the cham-
bers of commerce in Texas, asking
them to wire the Governor.

Q. Isr’t it your opinion, so far as
the independents are concerned, that
they can weather this storm, and will
sink or swim without any legislative
aid?

A, No, sir.

Q. You can not weather it?

A. We can weather East Texas.

Q. Well, are the independents ask-
ing any legislative aid?

A, We have asked for a couple
of years for regulation of pipe line
rates and just equal — —

Q. Is that all?

A. No, sir. We have asked the
filling stations be separated from the
other phaseg of the business, and we
did ask last year fcr the common
purchaser law, and we would like to
have that law strengthened, because
it has not been enforced.

Q. We passed the common pur-
chager law, but didn’t make the ap-
propriation for it?

A. You made the appropriation
for it, but — — —

Q. I know. You got the law,
haven’t you?

A, Would you
that?

Q. Yes, sir.

A, You appropriated sixty thou-
sand dollars for it, but Governor
Moody vetoed it, and said at the same
time that he would grant a deficiency
appropriation to cover that law, but
there has been no appropriation
asked of the Governor for that,

Q. Outside of the money phase
of that bill, you have got that law?

A, Yes, sir.

Q. Now then you want to divorce
the filling stations from the major
companies—from operating fillihg
stations?

A. We believe that would be
proper,

Q. All right. Then you want
some adequate pipe line regulations?

A. Yes, sir.

Q. That hasn’'t anything to do
with conservation in itself, has it?

A, Oh, — ——

Q. That is economic merchandis-
ing, isn't it?

A. The economics are closely al-
_lied with, but separate from conser-
vation.

Q. All right.

A.  If the price of o0il goes down

let me explain

to where we can not pump it, then
they don’t really conserve,

Q. If this Legislature could di-
vorce them from the filling stations,
and regulate the pipe lines, then you
are willing to shove off?

A. If you will separate the pipe
lines from all other business under
equal rates, we don’t care. We will
give the major companies fifty per-
cent advantage. If we get it down
to” where they only have a fifty
percent advantage, we will feel like
we are doing fine,

Q. So far as proration is con-
cerned, it is to save the mnatural re-
sources for the benefit of the State?
—for the benefit of society?

A. Yes, sir.

Q. Do yvou think we now have ad-
equate laws on the books on that
subject?

A. Well, I wouldn’t say that. I
would say they are not administered
adequately.

Q. Waell, if they are properly ad-
ministered, in your opinion is there
any necessity for legislation on that
point at this time?

A. You mean — —

Q. Conservation laws?

A, You have now laws on the
statute books, which, if enforced
equitably and fairly, and justly.
would effect all the conservation that
you are going to effect under any
law. All these injunctions you see
here are on proration, and not on
conservation. You won’t find any-
body to oppose conservation, Senator.

Q. I am not arguing that with
vou. I am not talking about the
Governor and those letters. That is
his business. We are down here,
and we want to know if you fee] that
it is necessary and essential to pass
any more laws to strengthen the con-
servation laws.

A. Well, Senator, would you give
me until tomorrow morning,— — I
would — —

Q. Anything you want to say.

A. I would have to go over that.

Q. You said a while ago that
your group wasn’'t in favor of a spe-
cial session.

A. No, sir; we weren't.

Q. Would you be in favor of onc
if it was necessary?

A. If we thought that the State
of Texas would be benefitted by a
special session, we naturally would
urge it.
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Q. Then, you were oposed to it?
A. We opposed it.
Q. I am not asking you why you

A, Yes, sir; we were.

Q. The reason you were opposed
to it was because you felt that there
was no need for more laws on con-
servation?

A. No, sir.

Q. Is that the reason?

A. No, sir.

Q. Why?

A. Because every law proposed

in the former session was a duplicate
of the Howsley bill and the Long
bill,—unworkable  bills. If they
passed, we passed out of the picture.

Q. Were you opposed to it be-
cause you were afrzid you would get
hurt with it?

A. We knew we would get hurt
under those bills.

Q. Did you oppose it because you
thought it wasn't necessary?

A. We do not oppose any conser-
vation laws you can enact, if it is
applied equally and fairly, and to all
alike.

Q. Yes, sir,

A. We do oppose anything that
might take away our constitutional
rights to property under the police
power,

Senator Purl: That's all.

Senator Woodward: I would like

to ask a question, if I may.
The Chairman: Senator Wood-
ward.

Questions by Senator Woodward.

Q. Mr, Pennington, your state-
ment a while ago that you thought
this bill would put the independent
people out of business kind of ex-
cites me.

A. Yes, sir?

Q. Because, I don't want them—
don't want that to happen. I don’t
want to help pass any bill that would
do that. And so, I would like for
you to read there the section that
you think would put the independ-
ents out of business.

A. Will you point out that sec-
tion where the receivership will lie.
Do you know which section that ia?
Where we have to give a bond?

Q. Yes, sir; I will get that for
you in a minute. I think it is sec-
tion 11, and section 12, probably.

A. Oh, ves; that's so.

Q. No; it is section number —

—It is the last half of section No.
10, I believe.

A. Now, in the first place, we
would be required to obey an in-
junction.

Q. But what — —

A, Anyone the Commission com-
plained of — —

Q. That doesn't mean just inde-
pcndents.

A, Well, Senator, it has been
just independents so far.

Q. What I mean is, any person—

A. Any person.

Q. That wmakes no difference
whether he is a Democrat or a
Republican, an independent or a
major, White or Black, or what
not, would come under that provi-
sion,

A. Yes; but Senator,—That's
what we are complaining of. The
law has not been applied alike,

Q. It's not applied alike?
would apply alike.

A, Not under the machinery you

This

have in this bill. You have no
machinery in the field to enforce
this bill. You have no one up there.

You have no means of laison be-
twleen the field and the—the Capi-
tol.

Q. Let's get back now to that
question, because if you are correct,
—and that is what I am trying to
find out—if you are correct that
this bill will do the damage that you
say it will, we had just as well tear
it uwp right now. Now, point out
what it is in this bill that would
put the independents out of business.

A, Now, back over here, the mar-
ket demand is one thing—Senator,
let me explain how that would do
it,—

Q. Mr Pennington, you made a
statement here that this bill—

A. Yes, sir.

Q. —if passed, would put the in-
dependents out of business,

A. Yes, sir.

Q. Now, I think you ought to
be fair enough, having made this
statement, to point out the provision
that you think would put them out
of business.

A. That's what I am trying to
do.

Q. Al] right.

A. When you get to the storage
clause—The small producer, you
understand, who may be on one side
of the line drilling some wells, and
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there may be a very strong company
on the other side drilling some wells.

Q. All right.

A. And the little fellow has to
sell some of his oil to keep his
drilling up and comply with his lease
obligations, and he is worried about
that, and if he violates an order,
however, this bill would, under an
order of the Commission, or a suit
they could enjoin him from running
any oil that went to storage. Is
that true?

Q. All right. Now, let me ask
you this question in connecticn with
that.

A. Yes, sir.

Q. If he is a little man, or a
big man, it makes no difference what
class he is in.

A. Yes, sir.

Q. If he does violate the Iaw, he
ought to be subject to it.

A. The question of whether or
not storage violates the law or not.
We don’t want to made a crime to
produce any.

Q. I don’t think this does.

A. Under this it would be;
sir.

Q. It would be only though if
he was violating the law.

A. Senator, would you concede
that I could do with my property—
sell it to anyone that I chose, pro-
vided I did not injure my neighbor?

Q. Certainly.

A. Under this bill, if you sell
it to anybody, the commission could
restrain you, or sue you, and pretty
socon you would wish that you didn’t
have any property. .

Q. Do you construe this bill as
meaning that if a person produces
oil and stores it, or sells it to some-
body else, they could be put in the
hands of a receiver?

A. Well, the bill as
had that in it, didn’t it?

Q. As orginally written?

A. There was one handed around
here that had a provision for % re-
ceivership in it. Ig that in this bill?

Q. There iz a provision in this
bill for a receivership.

A. Yes, sir.

Q. But no such provision as you
have contemplated just now.

A, Well, now,—

-Q. Mr. Pennpington, you may
have confused this bill with the
Howslcy hill.

A. Well, there has been a good
many drafts of those bill made.

yes,

orginally

Q. Yes, sir,

A. But, when you go back into
that provision that provides for a
receivership, you understand, that
immediately takes away the credit
of the independents, and we will be
destroyed, if there is any possible
chance of him being put into a re-
ceivership—we haven't much credit
left, Senator.

Q. Let me explain that to you.
Mr. Pennington, if you have read
this bill, you have not distinguished
this bill from other bijlls. Let me ex-
plain to you under the terms of this
bill, a receivership proceeding ap-
plies in this manner:; that if any
person, it makes no difference who
it is, after the court of last resort
has said that he must not do that
which he has been doing, if he con-
tinues to do it in defiance of the
court of last resort, then you can put
him in the hands of a receiver. Now,
as a public spirited citizen, you do
not disagree with that policy do
you?

A. Now, I may not have read this
bill as it is printed now. The one
I read was a mimeographed bill.

Q. The bill you read was prob-
ably by this Central Committee?

A. Yes, sir, '

Q. Now, this is not that bill;
that bill contained the reasonable
market demand feature.

A. Well, Senator, when you have
a law like that hanging over anyone,
don’t you think it is a little bit
severe to a man trying to develop—

Q. Well, don't you believe that
a man,—I don’t care who he is, after
the courts have said that he must
stop doing a thing, and ke continued
to do it in defiance of law, what do

Yyou think ought to be done with

him? ]

A, Well, I think we ought to
come back to the Legislature, and
make the law milder.

Q. And let him continue to do
what the courts of the country have
said and told him not to do?

A. No, sir; we have not advo-
cated breaking any law,

Q. I am sure of that.

A. That is the first tenet in our
Constitution, the support of consti-
tuted authority.

Q. I will ask you to answer this
question,

A. Yes, sir.

Q. If the courts of the country

have declared that it is wrong to
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pursue a certain kind of business,
don't you think you ought to obey
the final words of the courts?

A. Yes, sir; certainly; but did
you ever hear of one man doing a
thing by himself? The pipe line
joins in that.

Q. Why not put the pipe lines in
the receivership too?

What I am asking you is this:

If that man continues doing that
which the courts say that he must
not do, what do you think ought to
be done with him?

A. You see, Senator, the question
of his family is in that. It enters
into that more than—we would put
him in jail, if he did.

Q. Then he would be in the hands
of a receiver sure enough?

A. Personally, but his
would not suffer.

Q. You would let his business run
on in violation of the law, maybe
through his son, or somebody else,
and put him in jail?

A. No, we do not recommend
ever violating the law.

Q. Mr. Penningion, as a matter
of fact do you beliove, or isn't it
your belief that a man who brings in
a well, so long as he is not endan-
gering the life of anyone, or taking
the property of somebody else un-
lawfully, should have the right to
produce all the oil he wants, sell it
tc whom he pleases, at whatever
price he wants to, without any in-
terference at all from the Court?

A. That is what Judge Hutchin-
son said the other day.

Q. Is that what you bhelieve?

A. A man should be able, so long
as he creates no waste, and it is not
against public policy, to produce all
that he can of our natural resources
and sell it in useful quantities.

Q. T am not arguing with you, 1
am trying to get your idea—you be-
lieve a man that produces oil should
have the right so long as he is not
endangering life and limb and not
taking somebody's else property,
should have the right to let that oil
run into the air if he wants to?

A. No.

Q. It is his business?

A. No, he should not be able to
destroy our natural resources, They
should be put to some use,

Q. T am going to ask you this
and not tire you or anybody else any
further. You found an objection to
an article in the statute wherein it

family

is provided that if a person brings
in gas, unless he has a market for
that gas he shall confine it, except
he might use it for light, fuel, or

power. Do you believe that is a
good law?
A. Indeed.

Q. As applied to gas?

A. Applied to oil too.

Q. You also believe that said law
ought to apply to oil?

A. Yes, sir.

. Now, that means this, i? you
bring in a ten thousand barrel well,
or a five thousand barrel well of
oil, unless you have a market for
it you ought to be required to shut
it in?

A. If you didn't have a market,
you would have to shut it in.

Q. 1 am getting to what your be-
Iief is. You believe that is right, if
he has no market he must shut it
in except he can use it for light,
heat and power?

A. Yes, sir.

Q. You agree with that as a
good law?

A. Anpplied to gas.

Q. Do you think the same law
ought to apply with reference to o0il?

A. A great many time if you shut
in, you ruim it, and you will not
serve conservation.

Q. You said the law was faulty
because it did not apply to oil wells?

A. Not in the sense you apply it.
0Oil wells are exempt from any regu-
lations in conservation.

Q. Is that your understanding of
the bill and that statute?

A. In your law it exempts oil
wells.

Q. From any of the conservation
statute?

A. No, sir, as to gas it exempts
from conservation the gas produced
with oil. Isn’t that your understand-
ing?

Q. No, that is not my interpreta-
tion of it at all. 1 believe that is

all, .

Questions by Senator Pollard.

Q. You are acquainted with our
statute against cattle being shipped
with ticks on them?

A. Yes, sir.

Q. Now, in case a cattleman vio-
lates that order and the Supreme
Court holds that he has violated
that order, in that law does it pro-
vide you shall immediately put that
man into the hands of a receiver?
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A. No, sir, he is fined, and the
Railroad too. :

Q. Suppose the Railroad violates
that law do we provide a receiver-
ship for the Railroad?

A. No, sir, it is a fine,

Q. Do you know of any civil stat-
ute in the books of Texas today that
provides that the violation by a
corporation or individual of a par-
ticular order issued by the Railroad
Commission, the highway depart-
ment, the Board of Water Engineers,
or any other department of this
State, would throw that man into the
hands of a receiver if he violates the
order? .

A. I am not a lawyer, but I never
heard of it except in the criminal
statute.

Q. Do you know of any reason
why we should discriminate in the
oil business against the little man
and it would result in your opinion
as a discrimination against the little
man and impair his credit by sub-
jecting that man, when this man
was doing what he had constitu-
tional right to do, to being placed in
the hands of a receiver for violating
an order?

A. 'With that hanging over him

what little credit the independents
have got will absolutely be gone and
they will go with it. If you have
got a clause like that, with a law
that can be interpreted liberaliy,
that is a very dangerous law to the
independents. :
] Q. If a permanent order of in-
junction was entered against that
particular ecompany for violating an
order, that would not impair his
credit, would it?

A. No, sir, if it was just a plain

injunction.
" Q. Then the difference in an in-
junction and the receivership would
be the loss of the property of the
independents?

A. Yes, sir.

Q. Are you acquainted with the
percentage, or the amount of re-
coverable gas—I mean gasoline from
escaping gas, in the Yates pool?

A. It is comparably small out
there. The pressure is high and they
haven’t much escape of gas, probably
two gallons, or a gallon and a quar-
ter, something like that, at this
time.

Q. You were present the other
day when Mr. Foran testified as to
the amount of gas escaping—I be-
lieve he said 5,000 cubic feet?

10—Jour.=1

4A. Yes, sir.

Q. In lifting a barrel of oil in
that field? -

A. That was in the Big Lake
field.

Q. I wish you would please com-
pare, on the basis.of 5000 ecubic

feet of gas lifting a barrel of oil
in the Big Lake fields, and three
hundred feet of gas lifting a barrel
of oil ih the Bast Texas fields, give
the comparative waste, the amount
of recoverable gasoline per thous-
and cubic feet in each field, and the
amount of  waste at this time in
each field. I don’t know how to
say it, but please compare it?

A. The o0il from the East Texas
field is highly saturated with gas.
If T take this pitcher of water and
put salt in it until it -is thoroughly
saturated with salt -and then put in
some more, it will fall to the bot-
tom. That is what we call a satuo-
rated solution. If we compress gas
it will dissolve in this water the same
ag salt up to a certain point, de-
pending on the temperature, gas will
dissolve in this water or in oil either.
Now, Big Lake has a surplus of that
amount required for saturation. East
Texas has a deficiency, which makes
it almost impossible to create phys-
ical waste in East Texas by produc-
ing your oil with your well flowing
as much oil as they will,—it is al-
most entirely impossible to create
physical waste because you haven’t
much gas to waste.

Q. How about the Big Lake field;
is there a physical waste of gas as
is described here of 5,000 cubic feet
escaping with each barrel of oil?

A, ] would say that five thousand
feet is excessive.

+Q. That is a waste?

A, Tt would constitute waste,
there is no gquestion about that.

Q. Considering the present mar-
ket price of gasoline would it be
practical to operate in East Texas
under the conditions as they exist
now,—I believe you have one well to
every hiundred acres,—a casinghead
plant or plants?

A, No, sir, all of the casinghead
plants are losing money now, casing-
head gasoline is so low in price and
the plants are so expensive to build.
When you start building a casing-
head plant you have spent a million
dollars before you turn around for
getting the lines in and building a
plant, and another thing you haven’t
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got enough gas in East Texas to
build a casinghead plant.

Q. You have been in East Texas
lately?

A. Yes, sir.

Q. You have heard the reports
here that there is a hundred and
sixty-five million cubic feet escaping
in lifting four hundred thousand bar-
rels of oil, I believe it is,—four hun-
dred and fifty thousand barrelgs of
oil in East Texas. You are acquaint-
ed with the gas pressure, the amount
of gas in the field. Would you say
that under the present condition that
the escaping of that much gas i3 un-
usual and is waste?

A. That amount of gas is lower
than any flush field I know of any-
where, and it runs all the way from
one hundred and seventy-five feet
up to about three hundred and fifty
cubic feet per barrel.

Q. In East Texas?

A. Yes, sir, and that is lower
than Sugarland or Raccoon Bend of
seventeen hundred feet per barrel.

Q. That is in Raccoon Bend?

A. Yes, sir,

Q. Who operates that?

A. The Humble has the operating
of them both.

Q. If it be true then that they
have got five times as much gasg es-
caping down there in lifting a barrel
of oil, then that isn’t waste?

A. I don't know of anybody that
said it was.

Q. You heard Mr. Foran state the
other day that the only field,—the
large amount of waste was in the
East Texas field, didn’t you?

A. Let me see, I believe I heard
him say that three hundred cubic feet
per barrel in East Texas was waste,
and five thousand cubic feet was not
waste in Big Lake.

Q. How do you account for that
statement?

A. T will tell you; the pressure of
the gas at Big Lake approximates
thirty-seven hundred pounds, and it
you have steam at thirty-seven hun-
dred pounds you have a great deal
more power than if you have it at
twelve hundred pounds, like East
Texas, so the five thousand-feet per
barrel of Big Lake oil has a far
greater amount of energy to lift the
oil from the great depth of eighty-
seven hundred feet than vyou have got
in East Texas. That statement Sseems
to me to contradict good engineer-

ing, that there is waste with three
hundred feet to the barrel anywhere
and somewhere else there is no waste
with five thousand feet per barrel.

Q. Have you seen any physical
waste of oil in East Texas in your
various trips over that fleld?

A. Only in the case of fire, acci-
dental entirely, not 1intentional,
where people lost their lives.

Q. 1Is there more or less physical
waste today in the East Texas field
than in other fields in Texas?

A. Senator, the condition under
which the East Texas field was laid
out down in the ground are such that
you are going to recover just abhout
all of that oil over there under any
method under which you produced
it. Your cost of production may be
a little bit higher, but you will pro-
duce it in any event, the maitter of
water, and things of that kind, are
matters merely of telling the oil that
we get, but water comes from only
one side, the west, and it will grad-
ually push all the wells up to the
highest well and when they quit you
will have just about all you will get
out of that field.

Q. You have no oil property in
East Texas?

A. No, sir.

Q. I believe Mr, Holmes, presi-
dent of the Texas Company, testified
Friday morning that the oil in East
Texas was worth a dollar a barrel?

A, Tt is.

Q. How do you account for the
fact that the price of oil in East
Texas has been cut down to ten cents
a barrel?

A. I will tell you; when the East
Texas field came in I was over there,
in January, the pipeline companies
were watching it very carefully and
when the second well came in then
it became necessary to figure on
building pipe lines, because it was
there. They advised the operators
over there—we were negotiating for
some property which my company
bought and sold because of the pipe-
line sgituation,—they first proposed
to if East Texas would unitize they
would build a pipe line.

Q. What does that mean?

A. To pool all the property and
let somebody else run it for you.

Q. Does that mean if the East
Texas boys who owned the leases in
January, practically eighty-five per
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cent of the leases, weie owned by
independent people?

A. Yes, sir. .

Q. Now then, the major oil pro-
ducing companies proposed that if
you would consolidate all of the
lezses in the proven area and put it
under the control of .the major oil
producing companies, that—

—A. 'That is what it usually leads
to.

Q. That is what happened in
Van?

A. Yes, sir.

Q. That is a unitized field?

A. Yes.

. That they would build pipe
lines to the producing tefFitory?

A. Yes.

Q. Otherwise they would not?

A. No.

Q. Go ahead.

A. EBast Texas rejected that
proposition. The next rule was if
they would prorate they would
build a pipe line, and the next was
if the Legislature bill they wouldn’t
build any pipelines. In the mean-
time, these wells kept on coming in.
What would you have dome? You
would have done just like anybody
else, you would have built a short
line to the railroad, sold some oil,
and started shipping it. That is
what happened in East Texas.

Q. About three weeks . ago I un-
derstand from talking with operators
and also with Mr. Martin, who is the
oil and gas supervisor of the East
Texas field, there were one hundred
and eighty wells owned solely by
boys who owned from one to two
and three wells, that were not able
to obtain pipeline connections with
any pipeline company. Some of those
wells have been standing there with
a potential production of forty thou-
sand barrels for three and four
months and being offset by other
wells which were connected?

A. Yes, sir.

Q. Is that condition what brought
about the distressed oil market in
East Texas?

A. There is no question about it;
it always does,

Q. What particular branch of the
oil business, that is in comparison to
grouping, major, independent or mid-
dle man, or who was responsible for
that condition existing in the field?

A. Of course, the buyers of oil,
the customary buyers of oil, did not

buy in East Texas, and East Texas
had to do something else, and that
depressed the price of oil.

Q. Who were the customary buy-
ers?

A. The biggest buyers,—they buy
two-thirds of the oil,—is the Stand-
ard Oil subsidiaries.

Q. You named them today?

A. Yes, sir. The Humble is the
biggest buyer, then the Magnolia and
the Atlantic. They are all buying
East Texas.

Q. Do you know the general prac-
tice over there of going around—I be-
lieve they call them oil brokers.—
was it or not a general practice for
these oil brokers to go to the wells
that could obtain no connections, and
gay “Look here, Mr. Smith, we will
give you ten cents a barrel for one
hundred thousand barrels and agree
to run it within the next few days”
and didn’'t that same broker take
that contract and deliver it to these
very fellows who refused to buy it at
the well?

A, That is my understanding, Sen-
ator. The way they do that they ship
it to New Orleans and bill it through
to themselves and you can't trace who
it goes to, but we understand general-
ly and have traced shipments that
have gone into the hands of the big
companhies which they refused to buy
at the posted price when we had a
posted price.

Q. The Humble maintained a post-
ed price of sixty-seven cents for some
time in the field. Did they buy gen-
erally, or just ship the oil from their
own wells? Did they buy it generally
over the field at that price?

A. No, sir.

Q. How do you account, as an ex-
perienced operator of oil, for the fact
that on the same day that the Hum-
ble Qil Company cut the price of oil
in East Texas from sixty-seven cents
to either thirty or thirty-seven cents,
—which was it?

A, Thirty-seven.

Q. That the Governor of this State
issued a statement to the papers, in
the same paper, of the same date, to
the effect that the deplorable condi-
tion of the oil market brought about
by the Hast Texas field, necessitated
the calling of a special session of the
Legislature?

A. 0il was cut to ten cemts when
that happened.

Q. I mean the first time.

A. You mean the first time?
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Q. Yes, sir. That was the day the |tance than from East Texas. Can you
Governor decided the Legislatureexplain why that is being done?

ought to meet.

A, That was several days before it
was called.

Q. Oh, yes, a good while back?

A. That is what it usually leads

A, Yes, 1 remember that, yes.
You know there has been quite a
close connection between our Gover-
notr and The Humble Company, there
i3 no question about that. We were
blocked over in the House trying to
write a conservation bill in March.
You understand they asked us to aid
the House Oil and Gas Committee in
writing a Conservation Bill and my
idea that it was done only to secure
a market demand.

Q. Now. Mr. Pennington, do vou
know of any condition in oil market
of Texas on the date that the price
was cut by the Humble Company from
gixtv-seven to thirty-seven cents that
justified a cut of one-half in the price
of crude oil. when that cut was not
made in any field in Texas at that
time?

A. Tt was not done in anyv other
field at that time. Furthermore the
market for refined oil had not de-
clined.

Q. Had the market to which the
oil from East Texas was going de-
clined?

A. It had not.

Q. Was there any other reason,
other than to enforce legislation, for
the cut in the price of crude oil in
East Texas on that date?

A Yes, sir, there was some Tea-
son other than that. Property from
which thirtv-seven cent oil is pro-
duced is worth less than property
from which sixty-seven cent oil
is produced and they were buying oil
from that property at the same time
that cut was made. If at the time
they cut the price of oil they had dis-
continued huving East Texas oil there
would have been an evidence of good
faith in the cut, but there was not,
they were buying all of the time, and
the idea was to depreciate the value
of that property and that is all.

Q. Do you know of any economic
reason for cutting the price to ten
cents a barrel, any economic reason
to eut the price of oil in East Texas
and raise the price of oil to forty-
seven cents in West Texas and OXkla-
homa, when the pipe line was trans-
porting the oil from Oklahoma and
West Texas, which is a greater dis-

A. As T explained before, Mr. Wal-
ter Teagle stated when Powell was
going good that the fiush fleld would
have to stand the burden of low prices.
I have never understood what that
burden was. You have got good oil
in East Texas that sells for less than
forty cents.

Q. If you were buying oil and had
the power to buy as much as the
Humble Company, the Magnolia or the
Texas Company, and you were using
that oil and receiving it at Beaumont
and Port Arthur, and had pipe lines to
East Texas, and had pipe lines to
North Texas and Oklahoma, would
you pay less for the oil closest to
your base or furtherest away?

A. You would naturally pay more
for oil near the base. Our world
market is on tidewater, or at the sea-
board to the foreign market, and the
further you get away from tidewater
with any commodity you deduct more
freight, therefore the commodity is
worth less money. There is no reason
except an arbitrary adjustment of this
price, where East Texas oil is so low
as compared to oil that bears a high-
er freight to tidewater.

Q. The East Texas oil field was
opened up entirely by independents?

A, Yes, sir.

Q. And at the time the major oil
companies took the position there was
no oil in East Texas and refused to
buy leases?

A. Mr, Wallace Pratt, the director
of the geological and lease depart-
ment of the Humble 0il Company
stated in San Antonio at a meeting
over there—they all turned it
thought of East Texas they should
bow their heads in humiliation; that
to think of such a great field being
over there and they all turned it
down flat.

Q. Isn't it true that Mr. Pratt, isn’t
it true that they refused to permit
the buying of leases around the Joiner
area after the well had a drill stem
test. they still said it was a fluke?

A. Yes, sir.

Q. And in doing that practically
every independent o0il man in the
United Stateg that was broke slipped
over there and bought a lease?

A, Yes, sir, and some of them are
worse than broke today.

Q. And most of them are going to
lose it?

A, Under present condtions they
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are hanging on with a very short
string and they will have to turn
loose under these arbitrary low prices.

Q. That may be one reason for
the low prices of crude oil in the
East Texas fields today.

A. That is the reason.
Q. In your opinion that is the only
reason? -

A. Yes, sir. There are one hun-
dred and twenty thousand-acres in
East Texas. There was a little of
that held by some of the major com-
panies before the first well was drill-
ed, and there was probably five per
cent of that in the hands of the ma-
jor companies, and they all rejected
the idea” there was an o¢il field there.
The independents didn’t have any
sense and went there and bought it
and started drilling wells and de-
veloped the big field and all of this
tremendous production with a very
fine. grade of oil. Now it would be
very natural,—when Dad Joiner sold
his property he got $13,075.00 an
acre, well, 100,000 acres at that
price would be $137,500,000.00.
That is too much money, when, you
cut the price down you can have it
for your own price. If the Standard
0Oil Company had not bought any prop-
erty there at the time they put the
price down there would be an element
of good faith, but at the time they
cut the price they went in there and
bought property, which is bad faith;
they showed a ruthless disregard of
property right, which the Standard
0il Company has never failed to show
whenever they had an opportunity to
do so. .

Senator Oneal: DMr. Chairman, I
would like to ask a few questions.

The Chairman: Senator Oneal.

Questions by Senator Qneal:

Q. You stated that in March you
were blocked in the House in some-
thing you were trying to doe. Who
blocked whatever you were trying
to do in the House?

A. The Long bill wag introduced
in the House and we read the Long
bill that prescribed that an oil well
should not produce more than five
hundred feet of gas to the barrel of
0il. Now the matter of gas-oil ra-
tio is one I discovered after a great
many years in the oil field. I stud-
ied the matter, and it was a theory
then, and it is practiced now. When
the bill was proposed I came up and

addressed the Oil and Gas Committee
of the House in favor of conserva-
tion, but against that provision of
the bill which was improper, and-
Mr. Clarence Wharton also addressed
the committee, and Mr. Trickey of
Fort Worth. The committee then
voted that they would not recom-
mend the bill to be passed but they
asked would we aid in writing a
conservation bill, to which Mr.
Wharton agreed. He did not aid
however. I got in touch with Mr..
Dan Moeran at Ponca City, telling
him that Mr. Wharton had promised
to aid but he did not do it. I went
to the committee and I said I don’t
represent the oil industry of Texas,
but if you will call in the oil men
and their representatives and attor-
neys I am sure they will help you.
They appointed a sub-committee and
the sub-committee decided they could
not issue a call, and they decided to
g0 and see the -Governor. They in-
vited me to go and see the Governor
with them, and the chairman ex-
plained the matter to the Governor
and he said he would be glad to issue
the call to aid the committee in
writing the legislation, There was
no public call issued at all, however,
but a week later the chairman of the
House committee called me to meet
them at the Driskill Hotel at noon,
they were going to write this law—.
Well, I went down there and the
0il and Gas Committee was on the
floor of the Driskill Hotel and I
went upstairs with them and went
into one of the dining rooms on the
second floor of the Driskill Hote] to
a luncheon to consider that law.
Well, in the dining room was the
Governor and the Railroad Commis-
,sion and Mr. Bob Penn of the Cen-
#%ral Proration Committee, and three
Humble employees, three or four
Humble lawyers and a Standard Oil
attorney from California, and not one
independent, to write this law. I
explained to the committee, certainly
I couldn’t agree to any measure pre-
pared under those circumstances.

Q. Were you going to object to
it just because those people were
there, you didn’t offer any sugges-
tion as to what the law ought to be,
and see whether they would agree
with you, you just quit?

A, No, I didn’t quit, I told them

I couldn’t agree to any law because
I knew they wanted a demand law,
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a law fixing supply and demand. So
Mr. Hardwick addressed the com-
mittee, he explained the gas-oll ratio
- very beautifully, he was a very sklll-
ful lawyer to handle a subject like
that. When he got through we all
agreed that was correct of course,
We asked him how he would do it,
and he said he would unitize the oil
fields. He would take my property
away from me and give it to some-
body else to run. That we knew was
coming and that will be presented
in this Legislature before you are
through with it.

Q. What was the result of that
meeting?

A, After Mr. Hardwick finished
I asked him how he would go about
achieving the efficient production of
o0il with that oil-gas ratio, and he
said through unitization. Well, that
broke up the meeting that day. The
next day we were invited down there
again by Mr., Penn this time. We
went down and Mr. Hardwick ex-
plained the gas-oil ratio again.

Q. Who was there then?

A. The first parties who were
there the first day, Mr. Pratt, Mr.
Corliss, Mr. Hines Baker, I think Mr.
Church, and Mr. Hardwick.

Q. Was the House committee
there?
A. Yes, sir.

Q. The sub-committee or the Oil
and Gas Committee?

A. All of the main committee,
twenty-one. The next day I asked
tor Dr. Bibee, of the University and
his assistant to be there, and Mr.
Cranfill, and Mr. Hardwick explained
the gas raito, and this time he said
we would have to prorate to ac-
complish that, and that broke up the
meeting, and they asked for another
meeting. The sub-committee got
ahold of Mr, Penn and told him to
take his proration committee and the
Humble lawyers and go home, and
that ended our efiort to get a con-
servation bill. It is my opinion that
if the Governor had called in the
oil industry and not limited it to
the Standard Oil Compary you would
have had an adequate conservation
bill in the winter time and you would
not have had to hold this special
session,

Q. Do you know whether the
Governor did not invite anybody
elge?

A. I am sure that anybody that
was invited to help on a bil] like
that would have come. The Gov-
ernor was asked to issue a proclama.
tion to the oil industry of Texas,
that the Legislature of the House
would like to have aid in writing a
conservation law. The Governor
agreed to issue a call, but he did not
issue it.

Q. Were you notified to be there?

A. Not by the Governor. The
Chairman of the House committee
asked me to come to the meeting.
That was the only way 1 was noti-
fied,

Q. You say the committee asked
the Governor to do that?
A. The sub-committee,

Q. The sub-committee asked the
Governor to make that?

A. Yes, sir.

Q. Do you know whom the sub-
committee invited?

A. They said they would like to
have the oil industry of Texas, big
and little alike; and the Governor
said he would be glad to issne the
call, but he never did issue it,

Q. On what grounds did a com-
mittee of the House decline them-
selves to call in the oil men and take
that to the Governor for him to call
in, when the committee of the House
was the one to consider this matter
and write a bill?

A. That i{s what happened, and
1 don't know why it happened, but
that is the way it happened. I was
not a member of the committee; but
the committee called me and asked
me to go to the Governor when they
went to him to ask him to issue the
call,

Q. That was the end of any at-
tempt in March to have anything in-
troduced in the House?

A. In the House a bill was in-
troduced after that, which was the
modified Long bill.

Q. As I understand your testi-
mony, you think the law of supply
and demand should be left alone and
allowed to control the oil situation?

A. Well, it will control Iit,
whether you like it or not; it is
controlling it now.

Q. Was it the law of supply and
demand that put the price down in
East Texas? You say the law of
supply and demand controls the oil
business. Now, it is in evidence that
the price of oil hag gone down from
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67 to 37 cents, and still lower, and
your contention is the law of sup-
ply dnd demand regulates it. Was
it the law of supply and demand that
put the price down, and continually
keeps it down, and is keeping it
down in East Texas?

A, East Texas was put very much
lower than other places; it is an ar-
bitrary differentiation against HEast
Texas.

Q. How do you reconcile that
condition with the statement that
the law. of supply and demand will
regulate the condition, despite any
law we might pass here?

A. These low prices of oil caused
the producers in Kansas and many
in Oklahoma, and many in West
Texas to shut their wells down, be-
cause they covld not pump the oil
out for ten or fifteen cents a barrel;
ahd the moment they did that the
refineries raised the price to 40
cents. That is the law of supply
and demand working there.

Q. Why don’t the law of sup-
ply and demand in East Texas raise
that price to an equal level with this
other, if the-law of supply and de-
mand does ultimately control? You
say in these other fields that the
law of supply and demand controls
there. but from your testimony here,

I don’'t see that it does in East
Texas.
A. I endeavored to show that the

law of supply and demand has
worked up to the time this Legisla-
ture was asked to fix the supply.

Q. The law of supply and demand
caused East Texas oil to go down to
ten cents?

A. Yes, sir.

Q. And this law of supply and
demand worked up to the time of, the
call by the Governor?

A. No; I don’t mean the call; but
I mean, when this Legisiature met
first this year. One of the first
bills that came in was this Long bill,
which is a demand bill, and from
that time on we have had troubles in
the oil business, and prices have
been arbitrarily fixed to below the
cost of production.

Q. Arbitrarily
major companies?

A. No question about it.

Q. How?

A. Refusal to buy, that puts oil
down.

Q. As I understand from state-
ments made on the stand, operators

fixed by the

and producers over there went out
and made contracts by which they
agreed to sell large quantities of
oil at prices way below the then
posted price in East Texas. Did
that have anything to do with the
prices being lowered? I understood
Mr. Holmes to say they would not
pay a higher price than the opera-
tor were offering their oil to others
for, - Now, did the making of these
large contracts to sell below the
posted price have anything to do
with reduction of prices over there?

A. You have the cart before the
horse.

Q. All right;
then.

A. If they don’t buy it, it will go
down. If they won’t buy his oil,
what is the producer going to do,
but sell his oil at lower prices?

Q. Well, posted prices still ex-
isted as posted by the major com-
pames"

If you had am oil well and
you c'ould not get your oil run by
the major companies, and somehbody
else offered you five or ten cents °
less, T believe you would sell your
oil, wouldn’t you?

Q. I don’t know, I am asking
you. I want the facts over there.

A. They wouldn’'t buy the oil,
so they sold it somewhere else.

Q. And the major companies
have bought all the oil, if they
turned it all loose?

A. All the oil run over there
has bheen sold.

Q. Wasn’t it sold because put on
the market at a price below the mar-
ket price, just like when people bar-
gain, or like g store about to go
bankrupt, they put prices below the
real value of the goods to sell them.
Wasn’t that what happened?

A. No, sir; as I said before, the
Humble told them they would have
to unitize; then they told them they
would have to prorate; then they re-
fused to buy.

Q. When the Humble refused to
buy in East Texas, and there was
oil taken out of storage, didn't they
have to buy somewhere else, then,
if they didn’t buy in East Texas?

A. No; they take it out of stor-
age. They have cut the amount in
storage tremendously in the last few
yeors.

Q. Wasn’t that oil in storage
bought at a higher price than it
could have been bought in East

straighten me out
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Texas. Weren't they using higher
priced oil from storage than they
could have bought it for in East
Texas?

A. We don't question that all all.
They could have bought cheaper oil
in East Texas, and they are buying
it now.

Q. Yes,

A. We don't question their power
to fix the price of oil

Q. When they were not buying
oil over there, why wasn't there a
greater demand in o¢ther fields, if
the law of supply and demand regu-
lates this. When they arbitrarily
cut this off from one field, why
woudn't the price in other fields
have gone up, when they practically
by their own actions eliminate the
East Texas field from their purchas-
ings?

A. They had never made any pur-
chases over there, so it did not af-
fect the price elsewhere, They
didn’t have any pipe lines over there,
and said they were not going to
build any.

Q. What made the other fields go
down?

A. The Standard 0il Company
can control the price of oil. Al
they have to do is to say it is ten
cents a barrel and that is what it is.

Q. Isn’t it your position that the
law of supply and demand will regu-
late it? Aren't you wrong if the
Standard fixes the prices? You take
the position that the law of supply
and demand will fix the price. Now,
you tell me that the Standard Qil
Company fixes the price. T want to
know which one it is.

A. As I was explaining before,
we have now a large amount of po-
tential production. It is not actual,
but potential. That has depressed
the market. That is the supply part
depressing the market. Now, the
question of these prices is a very
complicated matter.

Q. I am sure of that.

A. Now, the posted price of oil
produced by General Wolter's Com-
prany, The Texas Company, that
doesn’t mean anything to them. The
cost is all they are concerned with—
how much it costs to produce it,
But the independent is concerned
with what the posted price is, be-
cause he sells to them. Now, under
the ordinary term of supply and de-
mand, if we have a large potential
of oil in sight that can be produced,

and through some slip it is produced,
then we have the supply above the
ground. So long as you hold that
oil back in the ground, the tendency
is for prices to decline, and they did
decline generally. Now, when East
Texas comes in, the large quantity
of ¢il in sight undoubtedly depressed
the market. No question about
that. But the actual amount of oil
being sold in East Texas, and the
actual amount being produced in
the whole United States is not such
as to depress the market down to
ten cents, because we are producing
450,000 barrels less than in 1929,
our biggest year. Does that ex-
plain it?

Q. Do you believe like some of
the operators, that the best thing to
do is to let them produce all they
can over there, so the price will go?

A. No,; we have to regard conser-
vation. No one subscribes to any
doctrine that would throw conser-
vation to the wind, and no selfish
interest even would dictate such a
thing. If you have no regard for
people and the state, then your own
interests would dictate conservation.
That is common ground for every-
body.

Q. Do you mean by conservation,
holding it back until the price is
better?

A. No.

Q. You mean prevention of phys-
ical waste?

A. Yes, sir.

Q. Then, if a man sold it for ten
cents a barrel, and it is his oil, there
is no waste there, is it?

A. Not any.

Q. Some of those operators take
the position that if they will just
turn those wells loose and let them
produce at ten cents a barrel, and
sell all of that, and get this potential
out of the way that is depressing the
market, the whole situation wili clear
up itself.

A. There is no question but it
would if that would occur, because
low priced oil is stimulating con-
sumption enormously. A great many
plants that formerly handled gas
are now using fuel oil, and it has
displaced eco0al in a great many
places; and there is no question but
that low prices do stimulate con-
sumption of both crude cil, which
is competitive with fuel oil, and gas-
oline, which is a product of that, and
that is what occurs in all basic in-
dustries.
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Q. Assuming that is the correct
theory of it, what regulation or what
law could we pass, if any, that would
help? Assume you let any man sell
it. as cheap as he wanted to, as long
as he could get a market for it, but
not producing any physical waste?

A There is one thing—that is,
the gas—

Q. I am talking about, and not
gas. . .
A. Could I describe what hap-

pened at Pettus?
Q. Yes,

A. We had some leases at Pettus,
and I joined in the drilling of the
discovery well there. It comprised
some 17,000 acres in the Rhea
Ranch, and the field went off the
ranch a little into the town site,
and they blew off the gas, and that
field is pumping now. The gas-oil
ratic is up to 30,000 feet. - They
blew the gas out there to get a little
oil. That is downright criminal
waste.

Q. That is physical waste of gas?

A. Yes, sir; and we will not re-
cover as much eventually as we
would have if that gas had not been
wasted. It cuts down our ultimate
recovery to a large extent. We know
the wells have quit flowing. '

Q. Well, what is your remedy?

A. Prohibit excessive waste.
is prohibited now.

Q. I thought when Senator Wood-
ward was asking you some questions,
you said that was too far in the
future to tell what the ultimate re-
covery would be, and that would be
depressing on the operating?

A, I repeat that.

Q. Well, now, I understand here,
in illustrating with this field, you
say that is what should be dore.
Maybe I misunderstood you about
that?

A. I objected to that clause on
account of its being so indefinite, It
does not throw about conservation
_these rules that would really con-
gerve. It throws about the oil busi-
ness a good deal of harrassment,
with a clause like that that you can
interpret. What would you say was
the total production?

Q. How would you treat one of
those fields, unless you theoretically
arrive at what would be the ultimate
recovery, then work from that theo-
retical amount? What would be your
practical way of handling that?

A. To prohibit the undue waste
of gag; that is a very simple term.

It

We know if we don’t waste the gas,
we will recover more oil; we don’t
know how much; but we know in
a general way.

Q. Well, how would vou fix that
—what would be your line of de-
markation between the rightful use
—(question inferrupted.)

The Chairman: Senator, wait a
minute. There is too much conversa-
tion going on in the Senate Chamber,
members. Let's be a little more quiet
and give more attention to the hear-
ing. We want to hear what is tak-
ing place.

Q. That is what I am trying to .
get at with reference to this bill
here and that definition. What is
your theory of the right definition
that a commission handling this mat-
ter would be guided by?

A. They would be guided very
much like—if you are a lawyer, you
know just about what the Iaw is, you
know what Mr. Blackstone said and
what the decisions of the court are.

Q. Well, we don’t know that un-
til the courts have the final say.

A, Well, you know what the de-
cisions are that are already decided.

Q. Yes, of course.

A. Well, you can go about it
pretty well. If that is left to an ad-
ministrative board of trained, expe-
rienced men you won’t have any
trouble with the administration of
the law and neither would we. You
are not going to be able to lay down
on a new science, which has been ap-
plied only three years, in fizxing rules
that will apply to all fields.

Q. Well, did you hear Mr. Foran
here the other day with his charts
and maps?

A. Part of it.

Q. Do you agree with the theory
he advanced as to the waste that
would occur, leaving parts in certain
formations and leaving small pools of
oil that we never can recover by
withdrawing from around it.

A. No, sir; I don’t agree with
him. Coning ig largely a matter of
theory.

Q. Well, you would not think a
man like Foran would be the proper
advisor to the commission in fixing
this line of demarkation between how
much gas you could use and how
much you could not use in recover-

ing oil?

A. T do not, because Mr. Foran
is not a practical producer. He is
a trained man in his line. He has
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never drilled a well of his own, and
until he does that and has that re-
sponsibility he does not know what
it means. The commercial phases of
my business are very closely related
to the development of our natural
resources. We have ENOrmous
amounts of lignite, but you can't
recover it at any profit today. We
have enormous quantities of oil and
the value of them is economic.

Q I want to ask you this one
question. What would be your gulde
for the commission to select the men
that are to advise them—these ex-
perts? You say Mr. Foran, who has
a high reputation, is wrong; he
would not be a good man for that po-
gition because his theories are not
correct. Now, in order to carry out
such a law, if we would pass the kind
of bill that you think ought to be
passed, how do we have any assur-
ance that the commission that will
handle it won't get the wrong kind
of men?

A. Well, as T said before, vyou
have got to combine experience with
training in any event.

Q. Yes, sir.

A. Like you would anything else,
medicine or law or anything; you
have to have some eXperience to go
with your training, some actual, hard
experience., A gualification that any
man furnishing information to the
comumission on which to base its ac-
tion—he should have both adequate
training and experience anywhere
from three to ten years, depending
upon the responsibility he assumes
in his position. You certainly can-
not take a man untrained in it and
do it and say what should be done,
and then you might train a man for-
ever and until he had some practical
experience he could not tell you what
should be done, because engineering
is supposed to be an exact science,
but it is not. You can take an en-
gineer to measure a bridege and every
time he measured it it would be a
little different. You compromise
those things in engineering always.

Q. One other question. Do you
think the Legislature should attempt
to give any guides by which these
men should do it or leave it entirely
to these experts with their own
knowledge without any specific di-
rections being given in the law.

A. No, sir; I don't think you
ought to delegate that to anybody.

You should lay down certain rules
under which they can act and that
should be the limit of their authority
and they should be required to go
that far, too; because the making of
this law outside of the Legislature is
not so good; we dor't know what it
is going to be tomorrow. The com-
mission or whoever is employed by
the present commission should have
certain rules circumscribing and pre-
gseribing their powers, so they must
do what is equal and falr to all alike,
and under those conditions, if what-
ever law you pass is administered
fairly and equally to all alike, we
won't care what it is. It is unegual
administration that brings us here.

Q. Well, how is the Legislature
going to protect you against unequal
administration when we pass the law
and it is out of our hands and in the
hands of the men appointed by that
commission?

A. As I sald before, they should
circumseribe and prescribe their ac-
tions and not give unlimited anthor-
ity like Senator Woodward’'s bill;
that gives unlimited authority. 1
would compliment Senator Wood-
ward on writing a bill to give such
unlimited authority under the po-
lice power over another man'’s prop-
erty—that is the objection to it.

Senator Martin: Mr. Chairman.

The Chairman: Senator Martin.

Senator Martin: I want to ask
you about this American Petroleum
Institute mentioned in your testi-
mony. Mr. Pennington, is that mag-
azine sold ordinarily on magazine
stands?

A. No, sir; it is only by subscrip-
tion by the year from the Institute.

Q. Now, you mentioned a man by
the name of John B. West, who it
seems presented an article on ‘“Uniti-
zation.”” Who is John B. West?

A. Let me see. I believe he is
in the legal department. I am not so
familiar with the legal department.

Q. Wel}, they say it is the Prairie
0il and Gas Company, but I did not
know what position he had.

A. Most likely in the legal de-
partment.

Q. Well, 1 notice another man
mentioned here, a man named Ames.

A. He is vice president of The
Texas Company.

Q. Vice President of The Texas
Company?

A. Mr. Ames, yes, sir.
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Q. This Petroleum Institute, how
often is that published?

A. That is published quarterly,
that particular one. We could get
one every week—that is, we sub-
scribe to it; I am not a member.

Q. Now, I want to ask you a few
questions .about the Woodward bill
here. You testified & moment ago
twith reference to the receivership
features of that bill. I believe you
say you are not-a lawyer.

A, No,. sir.

Q. You never knew of a receiver-
ship being resorted to as a punitive
method of punishment, have you?

A. No, except in criminal cases.

Q. Ezxcept in criminal cases?

A. Yes, sir; anti-trust proceed-
ings and things like that.

Q. Ordinarily that is resorted to
for the purpose of protecting the
property that is placed in the hands
of the receiver for the owner?

A, Yes.

Q. And if a corporation—a cor-
poration or individuals are violating
the anti-trust laws, it is proper for
the court to ask. for a receiver to
take over their property?

A, Yes, gir.

Q. There is another feature that
provides that all suits shall be
brought in the City of Austin. What
effect would that have on the inde-
pendent operators in this State when
it is necessary to bring quite a few
witnesses here?

A. Most likely in many cases a
judgment would be rendered against
him by default.

Q. He would not be able to get
his witnesses and appear here at the
State capital, and take care of them?

A. No, sir.

Q. Do they keep attorneys em-
ployed that stay here in the capital,
in the capital city?

A. No, sir. There have been very
few—in all these proration hearings
the independents haven’'t attended
the hearings.

Q. I believe you testified in an-
swer to Mr. Pollard that if the Rail-
road Commission had some laws, or
the laws now passed strengthened to
some extent, it would be sufficient to
take care of the condition that now
exists?

A. Not only the law strengthened,
but there is no machinery for en-
forcement. These laws are not go-
ing to put on their hat and shoes and
enforce themselves. Without the

proper enforcement machinery, and
the law is enforced intelligently, I
don’t kyow whether it is ever going
to be enforeed or not.

Q. Mr. Pennington, I have read
through that bill hurriedly recently.
Is there not a provision in that bill
that allows a recovery—or a viola-
tion of the orders of the rulings
of the commission as a basis for re-
covery in civil actions between par-
ties that claim they are aggrieved,—
that in addition to the common law
right which they may have?

A, Yes, sir.

Q. And also a condition in there
which warrants bonds which might
be made so execessive that an inde-
pendent operator could not make
them, and if he did make them, it
would Iimit his credit to such an ex-
tent that he would have to cease to
operate?

A. So severe that Draco himself
did not write a law so severe as that
with reference to property.

Q. One other question then, please.
Is there or not any provision in this
bill that takes care of the royalty own-
ers in any matter of litigation that
might come up between the lease
holders?

A, The royalty owners’ interest in
that is completely disregarded.

Q. Disregarded entirely?

A. Yes, sir. And he is a landlord
too.

Q. So far as this bill is concerned,
he is totally disregarded, isn't he?

A. His interests are bounced back

and forth at will it seems to me. An-

other thing about the bill,—if the roy-
alty owner has any recourse he would
have it against the producer and no
dne elge.

Q. . Against the producer and no
one else?

A. Yoeos, sir.

Q. In other words, if a party had
a lease upon his land and he is en-
joined by some other company, and
in the injunction proceedings the roy-
alty holder is damaged, he would have
to proceed against the party who had

‘the lease and can’t proceed against
‘the party who really caused his dam-

age?

A. Yes, sir.

Q. Under this bill here?

A. That is the way I understand
it, yes, sir. It lays it liable to so
many penalties that I would rather
be in some other sort of business al-
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though I don’'t know anything about
anything else.

Q. With reference to royalties.
There is no provision in the bill by
the terms of which the royalty owner
should go ahead and receive his com-
pensation or his pro rata part while
the litigation is going on, if it lasts
six months, a year, or ten years?

A. He is tied up tight.

Q. He signs his rights away, az we
might express it in barnyard fashion,
until the dogs quit fighting?

A. Yes, sir.

Q. Xnd then he comes into his
part?

A. Yes, sir.

Q. Do you know of any instance
in which the royalty owner has been
paid or loaned money in advance on
his royalty?

A. Well, not very much; some-
times, ves, sir. Not very much.

Q. Not very much?

A No, sir.

Q. Do you remember one that was
brought out in the House last Satur-
day ?

A. I read it in the paper.

Q. What company was that that
paid that royalty, if you remember?

A. I think they sald the Humble
0il & Refining Company advanced
that royalty.

Q. For what reason and on what
land?

A. T understand it was down here
at Moss Bluff. It is supposed to be
a salt dome, but there is no produc-
tion on the property, I understand.

Q. That is in Chambers County?

A. Yes, sir, Moss Bluff.

Q. Now then, that was a loan they
said of three hundred thousand dol-
lars in 1930?

A. Yes, sir.

A. Do you happen to know directly
or indirectly of any other loan at any
time during the year 1931 on the same
property between the same parties, or
others?

A. I thought the testimony Sat-
urday was that there had been four
hundred thousand dollars on that
same property,

Q. Four hundred thousand dollars
on the same property—you thought
what?

A. T understood on that same prop-

erty. There was an additional hun-
dred thousand dollars. Wasn't that
right?

Q. Probably so, but that is speak-
ing of the year 1930, wasn't it?

A. Yes, sir.

Q. Do you know of any such thing
in the year 1931, either directly or in-
directly, Mr..Pennington?

A. Well, I am not prepared, Sen-
ator—

Q. (Interrupting) 'This is an in-
quisitorial body and we can take hear-
say, and that is the only way we can
arrive at material facts, take hearsay
and run it down. Can you give us
some information of such transactions
during the year 1931.

A. You mean where the Humble
has been the means of allowing the
Governor to have some money?

Q. Yes, sir, or anybody else?

A. Well, I have understood from
Houston that there has been some loan
negotiations on the Houston Post Dis-
patch— :

Q. Al right.

A, —with which one bank in Hous-
ton has been concerned in which some
of the Humble officers are directors,
the South Texas Commercial National
Bank. That is the limit of my knowl-
edge of it.

Q. And loaned how much, and to
whom?

A. I understood it was six hun-
dred thousand dollars made to Gov-
ernor Sterling.

Q To Governor Sterling?

A. Yes, sir.

Q. And that has been during the
year 19317

A. Yes, sir.

Q. That was advance payment on
royalty, and they took a lien—

A. No, sir, that was on the Post-
Dispatch. That loan was on the Post-
Dispatch.

Q. The Post-Dispatch Building, or
the Post-Dispatch?

A. The paper.

Q. The paper?

A. Yes, sir.

Q. Then that would be the Post-
Dispatch instead of the building?

A. Yes, sir, that is my understand-
ing. But I haven't inquired into it.

Q. Mr. Pennington, if you donmn't
mind discussing it, would you give us
the source of your information?

A, T have heard it discussed so
many times I don't remember just
where it did come from.

Q. Could you at this time suggest
some person that we might get here
who would be able to give us the de-
tails of that transaction?

A. 1 should think Mr. Farish could,
Mr. W. 8. Farish.
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Q. He is the man wh testified with
reference to the 1930 transaction?

A. Yes, sgir.

Q. He wasn't asked about the
transaction in 1931, was he?

A. No, sir.

Q. Do you know of any other such
transaction .that has oceurred, Mr.
Pennington?

A. No, sir.

Q. 'Then that is all.

Questions by Senator Woodward.

Q. I don’t catch exactly what it
was that you said you had heard
about the Governor’s transactions
about loans,

A. Senator, I have heard this go
persistently,—I have no desire what-
ever—I guess it is on authentic in-
formation what I believe to be auth-
entic, that the Governor has bor-
rowed six hundred thousand dollars
this year on the Post-Dispatch Build-
ing.

Q. From whom?

A. The loan consisted of a bond
issue on that property and the pool
was taken by the South Texas Com-
mercial National Bank, the Mercan-
tile National Bank of Dallas, and
another bank which I have forgotten,
and that there was some guarantee
made in connection with the loan.
That is the extent of my informa-
tion,

Q. Who gave vou that informa-
tion?

A. I have forgotten who; it has
been discussed so many times in my
presence that I couldn’t tell you who.

Q. Couldn’t you name one per-
son? .

A. That has been discussed all

"this year. I don’t knhow when it was
brought up first,

Q. Did they claim that the Hum-
ble Oil Company, or any other oil
company, had guaranteed the pay-
ment, or was connected with or in-
terested in the loan? -

No, sir. The bank that took
part of those bonds is officered by
sormme Humble offickrs.

Senator Martin: What is that?

A. You understand, I haven't
looked over any of these papers, but
this has been discussed and I really
do not like to discuss rumors, you
understand, but my understanding
of this loan was it was a loan of six
hundred thousand dollars, and two
hundred thousand dollars was taken
by the South Texas Commercial

National Bank o# which some of the
Humble officers are directors, and
th¢re was some guarantee made in
connection with it.

Q. What guarantee?

A. That it would be paid.
Q. Who guaranteed it?
A. ]Icon't know; that is the limit

of my information oM it.

Q. “Has that been discussed since
Mr. Farish’s testimonry in the House
to the effect that thce Flumble Oil
Company had not made any loans to
Mr. Sterling, that they didn't hold
any lien or security on any of his
property, made just two or three
days ago?

A. No, sir, not so far as I know.

Q. Did you know Mr. Farish had
made that statement under oath in
the House?

A. No, sir, I wasn’t there. All I
read was in the paper, what Mr.
Farish testified, and I wasn't pres-
ent. I left Saturday and went home
and got back this morning about
ten o’clock.

Q. Then the matter you are testi-
fying about is just hotel lobby gos-
sip, or street gogsip, or rumors?

A. And business office gossip.

Q. And in business offices?

A. Yes, sir. I have no informa-
tion whatever that would verify it.

Q. Now, Mr. Pennington, you
understand what is meant by ad-

-vance royalties, do you not?

A. Yes, sir,

Q. Have you ever made a deal in
which you were paid advance royal-
ticg?

A. I have got money on royal-
ties, but I have mnever received
money,—what you would eall ad-
vance royalties. I have bhorrowed
some money on royalties.

Q. When you borrowed money on
advance royalty, or on royalty, do
you mean you got the money from
the person holding the lease?

A. No, sir, I got it from the one
buying the oil, whoever it is.

Q. Did you ever make a deal
with the parties operating the lease?

A. No, sir,

Q. Have you ever known of that
being done?

A, If— —

Q. Not if. Have you ever heard
of it being done?

A. Senater, you know these

trades are just about all colors of
the rainbow. Now, where the opera-
tor of the lease is also the buyer of
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the oil, there have been many cases
like that.

Q. In those instances where they
advance the royvalty it is estimated
as to what the preduction will be?

A. There is bound to be some
production or there would not be an
advance on royalty.

Q If the man who advances that
money on the faith of getting oil
does not get the oil, then he is just
out, isn’t that a fact?

A. The man who advances the
money?

Q. Yes, sir.

A. 1t depends on the contract.

Usually advanced royalty is paid out
on 0il as and when produced, but if
you say *if. as and when produced.”
the one who advances the money
simply lose the money.

Q. Now then, if a man is operat-
ing a lease under which he has rea-
son to believe or knows there is oil.
and in ord-r to be given time within
which to further develep the prop-
erty, the parties agree that the
rovalty will amount to approximately
s0 much during the period. and the
man operating the lease and taking
the oil advances the money to the
owner of the lease, then, under those
circumstances if the operator doesn't
get his oil he just made a bad guess,
hasn’'t he?

A. Well, I wouldn't say he had
made a bad guess. He might have
made a bad contract.

Q. Well, he wouldn't get any-
thing because he didn't get any oil?

A. If he made that Kind of con-
tract he wouldn't get it.

Q. Do you know of any other
contract like that having been made?

A. Not where royalty is ad-
vanced. It is usually advanced on
a promissory note, payable out of
the oil and if you do not pay it out
of the oil then you have to pay the
ncte anyway,

Q. Did you read Mr. Farish's tes-
timony wherein he listed some hun-
dred or hundred and fifty instances
of various parties where they had
advanced rovalties?

A. No, sir, T have not read it. It
is customary to advance royalties,
hut when you get an advance on
royvalty if the property does not pay
the loan hack than the borrower
must be paid anyway,

Q. Which would be according to
the contract if they made that kind
of contract?

A. Yes, sir, that is the kind of
contract that is unsually made.

Q. _If they don’t make that kind
uf_ contract but the producer was
willing to take his chances and pay a
man in advance for the royalties
then the man wouldn't be obligated
to pay it back?

A. No, sir.

Q. So, that would depend upon
the kind of contract they made?

A. In that case, ves.

Questions by Senator Martin.

Q. In the event they were bor-
rowing money that way and it was
to be paid back in the form of roy-
alty then from the individual who
got the money there would be a note,
wouldn't there?

A. Well, I have never borrowed
any money on advanced royalties but
what it was bound to be paid back
whether or no.

Q. Did you execute notes when
you borrowed money on advanced
royalties?

A. Yes, sir. I have loaned money
on advanced royalties when I op-
erated a refinery.

Q. And took the ncotes from the

party to whom vyou loaned the
money?
A. Yes, sir, and had the titls

examined and approved.

Q. And took a lien on the roy-
alty? :
A. Not on the land but on the
mineral part of the land.

Q. On the mineral part of the
royalty?

A. Yes, gir.

Q. And when you borrowed

money they took a lien from you?

A. Oh, yes.

Q. Those liens are always re-
garded?

A. Yes, sir.

Q. Back to this recent transac-
tion you mentioned, you said there
were bonds placed on the Post-Dis—
patch building to the amount of six
hundred thousand dollars?

A. Yes, sir.

Q. What bank took care of two
hundred thousand dollars of that?

A. T understand it was the South
Texas Commercial National Bank.

Q. And the officers of the South
Texas Commercial National Bank
are officers and directors of the
Humble Oil and Refining Company?

A. Some of them.
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@. How about the Merchantile
Bank in Dallas, does the condition
prevail there?

A. I am not familiar with that
bank.

Senator Martin: That is all.

Senator Purl: There is nothing
unusual in a man going to a bank
and borrowing money, is there?

A. No. '

Q. What is to be implied by your
testimony?

A. I didn’t offer the testimony. I
didn't offer it, I would rather not
testify about it. Is that clear.

Senator Purl: Yes.

The Chairman: Are there any
further questions of Mr. Penning-
ton. If not I want to express to Mr.
Pennington the appreciation of the
committee in the manner in which
he has presented his testimony.

Gentlemen of the committee, I
wish to state there are two more
witnesses here, Mr. Rollin of the
Shell Oil Company, and Mr. Duffie,
who wished to come before the com-
mittee. 1 do not wish to dictate the
matter of putting on the testimony
but if it is possible I would like to
get rid of these gentlemen this after-
noon_, If there is not any objection
I will eall Mr. Duffie.

Mr. W. E. Duffie was sworn by the
chairman. ' ,

The Chairman: Your address is
what, Mr. Duffie?

A, Fort Worth, Texas.

The Chairman: With whom are
you connected?

A. With the Cordova Union OQil
Company.

Senator Pollard:
corporation?

A. Yes, sir.

Q. How much capital stock?

A. I couldn't answer that quesg-
tion, because I am not interested in
the Company except that I am asso-
ciate@ with them in this small tract
in Rusk County.

Q. How many acres do you have
there?

A. Thirty-six acres. The history
of this particular tract of land in
which I am interested with the Cord-
ova Union Oil Company, is located
in the Kilgore area. In this partic-
ular area we were the third operat-
ing unit to complete a well in that
district, after the discovery well of
Bateman on the Crimm. We fin-
ished our well and completed it on

That is a small

March the 3rd of this year and for
eleven days we Were unable to ob-
tain any pipeline connection at all.
We firmly believe in proration and
equal takings, withdrawing of the
oil, and therefore we felt that the
Humble Qil Company was endeavor-
ing or some of the larger companies
were advocating proration, and we
went/to them and askied them to give
us. a” connection for this particular
thirty-six acres of ours. We were
unahle to get a connection from any
of the larger companies, of course,
at that time, early in the game, there
were some that were not in position
to give us a connection, so therefore
we were forced to protect ourselves
and protect the land owner, to go
out and try to find a market for this
0il. We did find a market, we made
a connection with the Southern 0il
and Refining Company, which is a
small corporation, I think from
Shreveport. They laid a line from
what is known as the Read switch
to*our land, a four inch line, and
started taking our oil. They paid
us thirty-five cents a barrel for this
oil up until the first day of April,
when they sald they were forced to
buy other offering of cheaper oil
that they were forced to reduce our
price to twenty-five cents. We sold
them then during the month of April,
that is up to the 19th of April, we

| continued to run the oil to them for

twenty-five cents a barrel. Then at
that time the Luling Oil Company,
the directors of whom I did not
know, they had a ten acre tract west
of us, in between was the Magnolia
fifty acre tract, and they offered to
the Southern Oil and Refining Com-
bany a connection at nineteen cents
a barrel, so we refused. We thought
it was not fair to us or the land
owners or any one else to accept a
price like that for that oil, so we
refused to sell them any more oil.
About the time they wanted to re-
duce the“price to nineteen cents the
Railroad Commission issued an order
and allowable for East Texas, it was
not in effect, it was to go in effect
on the 1st day of May. We got in
touch with the Humble Company
again and on the 1st day of May they
gave us a connection under the rat-
able taking, or under the allowable,
and we have been running oil to
them ever since, from this particular
thirty-six acre tract. We have
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abided by proration all the way
through, and with the figures I hope

to give vyou I can show you that
we,——that this is a specific case, that
we have been injured and injured to
the extent that we will never be able
10 retrieve or recover the oil they
bave recovered from these seven off-
set wells,

Now during the eleven days before
we had a connection after the comple-
tion of the well we solicited every
company that we thought ft was pos-
sihle to give us the connection. The
Humble at that time told us they had
trouble of their own, that they could
not,—that they were producing all the
oil from the Crimm, and of course, at
that time they did not have a major
trunk line, they simply had a line to
the leading rack, and I imagine that
is true, that they were unable to give
us any space in that line, or any
space at the loading rack. We solicit-
ed every one of the fields, or the ones
from which I thought we should have
had some assistance at that time. One
of the companies from whom I thought
we should have had some assistance
was the Houston 0il Company. They
crossed our leads with their line and
repeatedly we made every effort to
have them give us a connection but
we got no satisfaction. A short time
later the Atlas Pipe Line Company
laid their line from Longview from a
loading rack into the Alvery thirty-
five acres offsetting us, and took that
oil from the Alvery. 1 understand
Mr. Alvery was one of the organizers
of the Atlas Pipe Line Company.

Now to get to the figures I would
like to present to you. Included in
the amount of acreage that we are
directly interested in, exclusively of
the Humble Oil and Refining Com-
pany which offset us on the North
with a large lease of some six hun-
dred and twenty acres, 1 leave
them out for the simple reason that
they directly offset us,—I was unable
or at least did not procure the figures
to check against what they have ac-
tually produced and what their al-
lowable was since the first day of
May so I am going to leave their lease
out at the present time. We are off-
set by seven different leases, our thir-
ty-six acres being in the heart of this
circular area from which the oil has
been run. On the northeast the Hous-
ton Qil Company, on the Jones lease,
has ten acres; also on the northeast,

J. W. Alvery has twenty acres; on
our east the British American with
eighty-five acres; on the south and
southeast the Burton and Drilling
Company with twenty acres; on the
south Cranfill and Reynolds with ten
acres; on the southwest Markham and
Dunn, twenty-five acres; and on the
west the Magnolia Petroleum Com-
pany with seventy acres. We have
from this thirty-six acres produced
up untii the 15th day of July, one
hundred and seventy-three thousand,
three hundred and four barrels of oil
under proration. Before proration we
produced eighty-eight thousand two
hundred and four barrels, and since
proration, which we have abided, as
a matter of fact we have never quite
gotten our allowable, we have pro-
duced about eighty-four thousand bar-
rels of oil. That is from this thirty-
8ix acres, six wells. Going to Alvery,
with eighty acres he has four wells,—
understand our wells come in practi-
cally at the same time as his; he has
run a total from, he has four wells,—
understand our wells come in practi-
cally at the same time his did. He
has tun a total from this twenty
acres of five hundred and thirty seven
thousand eight hundred and eleven
barrels, that is up to the same date,
July 16th. Now as to the allowable
figures for that month, the month of
May, 1 went to Mr. Parker's office
but I was unable to find the allow-
able, he didn't have a copy of it or
the two copies that were sent out, one
from May 1st to May 15th, and May
16th, to the last day of May, but any-
way since June the 18th, all they have
exceed up to July 16th, he has ex-
ceeded his allowable by two hundred
thousand, nine hundred and thirty-
five barrels. The Houston Oil Com-
pany, on the Jones ten-acre lease,
which I mentioned as offsetting us
to the northeast has produced and
run a total of seven hundred and
sixty-eight thousand, three hundred
and twenty-six barrels of oil from
ten acres, three wells. He has recov-
ered the largest part of that oil be-
fore the proration order took into
the effect on the 1st of May, however
he has not quite abided by prora-
tion, or his allowable, he has ex-
ceeded it by nine thousand ninety-
two barrels. The British Ameri-
cnan, which offsets us on the twenty-
five acres, four wells,—and by the
way, their completion did not come
in until April,—they have produced a
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total of two hundred and sixty nine
thonsand three and eighty barrels
from this twenty-five acres, but they
only had. you might say, with those
four wells, they only had about fif-
teen days run in April before prora-
tion came into effect, that is before
the order was put into effect. But
since June 18th they have exceeded
their allowableby 76,6 00harrels. The
Burton Drilling Company’s 20-acre
tract offsetting us on the southeast
has produced 173,244 barrels. Their
firgt well was completed the last of
March. Since proration—since June
18th, they have exceeded their allow-
able by 37,610 barrels. The Cranfill
& Reynolds two wells have produced
122,879 barrels, and have exceeded
their proratfon allowablie from the
date mentioned by 42,938 barrels.
Markham & Dunham, with a 25-acre
tract on the south and southwest, pro-
duced 267.210 barrels, and have ex-
ceeded their proration allowable by
117,162 barrels. The Magnolia, with
a b0-acre lease on the west, has pro-
duced 511,320 barrels, and has exceed-
ed its proration allowable by 18,179
barrels. That brings a total recov-
ery—

Senator Pollard:
Humble offset?

A. The Humble offset, I cannot
give you the allowable on that, but
thhey have produced up until July
16th from the Crimm lease of six
hundred some odd acres 1,777,443
barrels.

Senator Pollard: How many wells?

A. That was from the first In-
formation I got. When we got it by
the week that was twenty wells on
June 3rd. On July 16th there were
twenty-seven wells, which have been
credited with 1,777,443 barrels. Sum-
ming up the fizures I have given, from
this 196 acres, we arrive at a total
of 2,823,536 barrels from that small
area of 196 acres. And we figure we
should have had, or it was coming to
us, one-thirty-sixth of that. Figuring
the recovery per acre, we recovered
up to date 4811 barrels; J. B. Allday
26,880 barrels to the acre; Edward
Jones and Houston Oil Company 76.-
832 barrels to the acre; the British
American, 10,175 barrels to the acre;
the Burton Drilling Company, 8662
barrels to the acre; Cranfill & Rey-
nolds, 12,287 barrels to the acre; Mark-
ham & Dunham, 10,688 barrels; and
the Magnolia Petroleum Company,
10,228 barrels to the acre. That is an

How about the

average recovery, if everyone had got-
ten what was coming to them, of
14,404 barrels to the acre; and the
first well in that area was completed
by Edward Jones on the 19th of Feb-
ruary.

Questions by Senator Woodward.

Q. When you made a request for
a connection with the Humble pipe
line, how far was their nearest con-
nection from you—that is, their
nearest line?

A. Their nearest gathering line
—~those are 150 foot locations—
would throw them 300 feet—more
than that; it would be four or five
hundred feet.

Q. Now, that is their own line?

A. Yes, sir.

Q. Did you offer to extend your
line to them?

A. That has neaver been the cus-
tom.

Q. Did you offer to extend your
line to them?

A. No, sir;
did.

Q. Did the others who were de-
livering oil to them extend their
lines to them™

A. At that the time the Humble
was taking no ofl from any outsider
other than what they produced them-
gelves,

Q. When they finally did make
connection, did the owners of the
wells extend their lines to the Hum-
ble's lines, or did the Humble ex-
tend their lines over to them?

A. I can only answer for our-
selves; but they extended to us their
lines to our tanks.

Q. You don't know about the
others? .

A." No, sir; I don’t.

Q. At the time they declined to
take your oil, there was no connec-
tion between your well and their
pipe line?

A. No, sir.

Q. Did they commence taking oil
from your neighbors—these parties
you mention, prior to the time they
commenced taking your oil?

A. No, sir. .

Q. They commenced taking your
oil prior to the time they took from
them?

A. Yes, sir. As a matter of fact,
I don't think the Humble is taking
any oil from my neighbors.

Q. But they are taking from
you?

I don't belleve we
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Q. Now, the complaint you have!

—all of which may be well founded
—they would not take your oil when
you first wanted them to take your
0il?

A. That is correct.

Q. How long did they delay you
hefore taking your oil?

A. We asked them for a connec-
tion along the third day of March,
and the Humble would not give us

a conn¢ction, and told us they would
until the|

not buy any outside oil
Railroad Commission had
proration order.

issueé a

Q. At that time you were not
under proration?
A. No, sir.

Q. You have observed the prora- |

tion orders throughout?

A. We have, religiously.
Q. These neighbors of
have they observed proration?

A. No, sir. That is the reason
I tendered these {igures, to show
how much they have taken out of
that particular area.

Q As a matter of fact the Hum-
ble Company is taking oil from you,
who are observing proration, but is
not taking oil from those who are
violating proration?

A. In this particular instance, 1
know that to be a fact.

Q. That is all.

Questions by Senator Pollard.

Q. How long did the Humble
take oil from their wcll offsetting
yours before they took from you?

A. They completed, I would say
—1 can’t recollect the exact date of
completion—probably about the 10th
of March, up until the first of May.

Q. During that time how much
did they take from the well offset-
ting you each day?

A. 1 couldn't give you that fig-
ure, because it is not avaijlable to
me, The figures I gave you are for
the whole lease, and that is all I
was able to obtain,

Q. During all that time the Com-
mon purchaser bill was a law of the
State of Texas?

A. Yes, sir.

Q. They refused to take oil from
anybody until the proration order
was entered in the East Texas field?

A. That is the way they informed
me.

Q. At the present time the Hum-
ble 0il & Reflining Company is tak-
ing the same amount of oil from
their offset well as from yours?

yours,

A. Not having the allowable for
that lease, I am unable to say.

Q. Do you know how much they
are taking out of the well?

A, No, sir; 1 don’t; there would

'not be a way for me to find out.

Q. Have you seen a letter from
the Railroad Commission authorizing
the Humble to take all they want to

|out of their lease?

A. 1 have not.
Q. Is there such a letter out?
A. It comes to this: Where there

I is one violator through an injunction
| secured,

the Railroad Commission
has an unwritten understanding that
the offset has permission to go
ahead and run their wells open, to
try to overcome the difference in

| production between it and the pro-

in-
Railroad

ducer who has taken out an
junction restraining the
Commission.

Q. When a letter like that ig is-
sued, or an understanding like that
is made, does that mean the pipeline
company will take as much addi-
tional oil out of your well as out
of the offset they own?

A. 1 believe that would be fair,
but we have had no such help by
any of the pipe lines.

Q. I thought you told me this

'morning the Humble was taking 300

barrels from your well, and from
the offset they were taking more oil
daily?

A. Must have been someone else,
because I don’'t know, and have not
known at any time what they have
been taking from that well.

Q. Why were you willing to sell
your pil so cheap—because you had
no pipeline connections, or because
you wanted to sell it cheap?

A. We made trips to Houston,
and Tulsa, and other places where
we thought we might be able to ob-
tain a pipe line connection for that
well. It was standing there. Edward
Jones was producing to capacity, and
later the Magnolia was producing
to capacity. We went to Houston
the day before the well came in. We
expected a big well, and we were
offered a contract by the Crown Cen-
tral Company—I} don't know who
their officers are; therc is one man
by the name of Turner, who is vice-
president, 1 believe—they offered us
a contract for 1,800,000 barrels at
3714 cents A barrel at the well. We
refused that. There were two rea-
sons for our not accepting that, The
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tirst one was, we had hopes that the
Railroad Commission woukl step in
and lssue a proration order, whereby
we would all be allowed 10 produce
ratably and equitably, and every one
get a fair shot at the market. We
also had in mind that 37% cents for
ofl was much too cheap We were
not doing our royalty owners, nor
ourseives, justice by accepting such a
price; so therefore, ve turned it
down, and it looks lke we have
made a terrible mistale.

Q. Now, had the Railroad Com-
mission and the Atforney Gemneral
insisted upon a compliance with the
commot purchaser bfll—that is, had
forced the oil purchising companies
to have taken from your wells rat-
ably along with the others, would it
have become nhecesary for you to
have gone out with your oil and
taken a less price than you would
have taken otherwke?

A, No, sir; it vould not.

Q. In your opirion, the distressed
condition of the ¢il market in East
Texas is due to the tact that the
pipe line companes would not take
oll ratably and would not give con-
nections to smal independent pro-
ducere?

A. I believe that is correct.

Questions by Senator Poage.

Q. I want t» ask yon one gues-
tion. What is the Humble paying
you for oil now?

A. The month of June we re-
celved fifteen cents a barrel, and last
Wednesday we called Houston and
asked what they were paying, and
said they did nst know, but they said
they hoped it vouid not be less than
tifteen cents a barrel.

Senator Poage: That is all.

The Chairmin: Any further ques-
tions?

Questions ly Senator Pollard.

Q. Does the price you have take
into considention the -pipe line
charges and fransportation?

A. I coulén’t say how it does.
When we coms into that—when we
were operating in West Texas, there
was & price, ‘or transporting West
Texas ofl to tle Coast of 44 cents a
barrel. That ia what they were
charging for Iransporting that oil.
Well, this East Texas oil is certainly

- gituated Detterthan West Texas, and
I believe the rate to transport that

oil from East Texas to the gulf is
around 20 to 22 cents a barrel. If
they are paying 25 cents a barrel for
West Texas, and have to pay 44
cents more for transportation, that
runs that pretty high. Therefore, [
figured if West Texas oil was bring-
ing 25 cents a barrel, and it actually
cost them 44 cents a barrel for
trahsportation, we should at least he
getting 40 cents additional above the
price we are receiving now.

Questions by Senator Holbrook.

Q. What are you doing now with
your wells, at this moment?

A. We are producing them., We
are allowed on this 36-acre tract
613 barrels, under the order issued
the 16th of this month.

Q. Are you living up to this or-
der?

A. Absolutely. As a matter of
fact, we are about 2000 or 3000 bar-
rels below our allowable since May
1st.

Q. You are selling 613 barrels a
day?

A. Yes, sir.

Q. From how many wells?

A, There are 8ix wells on that
lease.
Q. What is the capacity of those

wells, approximately?

A. I believe those wells even now
would produce five or six thousand
barrels a day.

Q. Do they appear to be de-
teriorating?

A. They have to this extent—
it is not particularly the manner in
which we are handling, but more or
less the pressure is being withdrawn
by that enormous withdrawal by
Jones off his tract, and by the Mag-
nolia, and these others. When our
well came in, the pressure was 290
pounds, and I believe it has dropped
to around 245 pounds.

Q. Is Jones abiding by the pro-
ration orders?

A. Since proration came into ef-
fect, he has practically abided by
proration.

Q. What is his allowable?

A. His allowable he has exceeded
—I have here, on July 16th, his al-
lowable was 1800, and he ran 2000,
but he has not exceeded since these
tigures were available—he has not
exceeded proration a great deal.

Q. On what basis would they al-
low him to run 2000 barrels on ten
acres, and you only 613 on 36 acres?
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A. The point is the Humble Willl
not take a harrel not produced uon-
der the allowable as set by the Rali-
road Commision.

Q. On what basis did the Com-
mission set your allowable at 613
barrels, and his at 2000 barrels?

A. That was by the week. Our
allowable for the week was 9800
barrels. :

Questions by Senator Pollard.

Q. And theirs is how much?

A. 1834 bariels on ten acres. But
none of the major companies—to my
own knowledge, I don't know
whether the Humble is taking a
barrel not produced under proration.

Q. Where did you get that in-
formation? Where ean you obtain
the allowable on those wells?

A, From the Railroad Commis-
sjon,

Q. Would they let you have it?

A. Yes, sir.

Q. Can you get that right away.
I wish wyou would get that sc we
can check it,

Questions by Senator Holbrook.
Q. As I understand vour testi-

mony, you state the greatest trouble
with the independents is the dis-

crimination by pipe lines; is that
correct?

A, By pipe lines as a whole.

Q. That is the trouble?

A. Yes, sir.

Q. Within your knowledge has
there ever been anv effort on the

part of the Railroad Commission to
regulate pipe line takings?

A. No, sir, not to my knowledge.

Q. Anywhere on that field?

A. No, sir, not to my knowledge.

Q. Do you understand or do you
know whether there is a law now on
the statute books giving the Com-
mission power and authority to reg-
ulate takings from the pipe lines?

A. T understand there is such a
law,
Q. But you don’'t know of their

making any effort to enforce it?

A. No, sir. I neglected to name
the pipe lines that were taking the
oil. in going over the figures,

Q. What are they?

A. Alvey—that is, the pipe line
of which I understand, as I said,
that Alvey is a director and one of

the organizers.

Q.
line?

A. Yes, sir. We begged them
for a convection during the eleven
days we were shut down.

Q. 1Is it owned or controlled by
any major jpipe line?

A, No, dr; I believe it was or-
ganized in Sjreveport, and I believe
Alvey organgzed it. The Houston
0il Company, of course the Houston
Pipe Line takss that oil. The Brit-
ish-American ire running their oil
to a little gathering system, and the
Texas Company is taking that oil to
the Coast for them. The Burton
Drilling Compaxy, that is being run
by the Sabine ?ipe Line Company.
Cranfill-Reynold: are running their
own oil, T don’t know whether to
storage or to loading racks., Mark-
ham & Dunning :nd Sinclair—while
mentioning Sinclair, I would like to
tell about our dealings with the Sin-
clair Pipe Line Company. They
promised in Tulsa—promised me in
Tulsa a connection; we were there
on March 10th, and they said their
line would be completed by the first
of April and they would absolutely
give us a connecticn. They laid a
line through our 3 acres and down
to Markham & Dunring, and to this
day we have never Lad a connection
from the Sinclair Pipe Line Com-
pany,

Q. Have you askel them?

A. No, sir; we just made an ef-
fort to obtain it, but never have.

Is that an independent pipe

Q. Are they taking oil from
others?
A. Yes, sir, from Markham &

Dunning, who offset ws, and othera.

Q. Jones?

A. No, sir; Markham & Dunning
are the only ones.

Senator Pollard:
paying for it?

A. 1 don’'t know, The Burton
Drilling Company and the Sabine
Pipe Line, Markham & Dunning to
the Sinclaig Pipe Line, and the Mag-
nolia, of course, to their own pipe
line. During April, something I am
unable to explain the #hy or where-
fore of, the Magnolia Company,
which, as you remember, offsets us
on the west—we wene running oil
then, of course, under proration, we
were running to the Seuthern Drill-
ing and Refining Compiny; the Mag-
nolia Company came in without ask-
ing our permissicn—aias a matter of

What are they
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fact we did not kmow unmtil the sec-
ond day, until the superintendent
calted us or wired us and informed
us that they came in there and took
four tanks of oil.

Q. From you?

A. From us, yes, sir.

.  About nineteen hundred bar-
rels? .

A. They withdrew their connec-
tion. We did not know it umtil the
second day; we did not know they
were going out. To this day we
have never collected for that oil.
There are some technicalities which
have held it up.

Q. Do you know how much that
is?

A. Well, there were four or five
tanks; I imagine it was around
nineteen hundred barrels. They sent
us a division order about two weeks
ago.

Q. What is a division order?

A. That is showing the different
owners and showing the lease from
which it is taken,

Q. Do yon expect to get the
money?

A, O, yes, I am sure they will
pay us. But why they came in there
without our permission or went out
without our permission I cannot
understand.

The Chairman:
tions, Gentlemen?

Senator Woodward: Mr. Chair-
man, when this witness is through I
want to make a statement and a mo-

Any further ques-

tion,

Senator Purl: I want to ask one
question.

The Chairman: All right. Senator
Purl.

Questions by Senator Purl

Q. What law do you think we
could pass to help the oil business?

A. Well, I know there has got
to be something done or the little
fellow is gone forever. What it is,
I don’t know. But I will say this:
That if there can be a fair and
equitable production by barrels of
a lease, just as if everyone produced
what the other fellow was allowed
to run, and the pipe lines would
come in and take from each and all
as much as they take for themselves
per well and per acre—and I would
hate to try to go into that potential,
becauge that potential is disastrous
for the little fellow—-but if they

would do that, and if there was a law
passed that would give everyone a
fair deal and a fair crack at the pipe
lines, I think our troubles would be
over.

Q. Do you think if we regulate
pipe lines so that whatever oil you
produce can go to a central market
on an. equal basis the price weould
take ¢are of itself?

A. Absolutely.

Q. And the law of supply and de-
mand would work as it has for ten
million years?

A. Yes, sir.

Questions by Senator Holbrook

Q. Some wells yield more than
others. Wouldn't you have to make
it on a percentage basis?

A. In that case over there, I
don’t think so. Some of the wells
are making thirty, forty, or fifty
thousand barrels. I think that field
had had one of the fairest potentials
taken, because they took it under
an eleven-sixteenths inch choke, and,
the pressure being so uniform, I
think those wells are practically all
the same; I don’t mean if they are
out on the water on the west side
or in the sand on the east side. I
believe it is a blanket condition of
sand that exists there, and the wells
are practically the same, and I don’t
think anyone would be injured by
a per well basis.

The Chairman:
tions?

Senator Woodruff;
a question.

Any further ques-

I want to ask

Questions by Senator Woodruff.

Q. Just what is responsible for
the price collapse over there?

A. T don't know whether I told
you—I believe I did, that when we
were running to the Southern Oil
& Refining.Company they started us
off at thirty-five cents. We worked
hard to get this connection. They
laid a line from the switch to us, and
on the first day of April they cut
the price to twenty-five, On the
19th of Apri] the Luling came in
with a2 well and had no connection
and wanted to sell some oil and they
went to the Southern Oil & Refin-
ing Company, and it went to nine-
teen cents. I believe that will ex-
plain your question. They know
without being able to get any con-
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nections that men who have wells
over there and bave their bills to
pay and probably need money to
live on and have to hold the oil
without a connection, and then they
find the price go down and down and
down until they will take anything
to obtain money for their oil.

Q. They will take whatever is
offered?

A. I believe that is more or less
correct.

Q. Why do not purchasers of oil
rush in there and make connections
—why did they let that condition
grow up?

A. Well, they claim that the
thing was so big they could not
handle it unless
so much area covered and the
richness of the sand and the size
of the wells, they were unable
to take care of it. Yet I Dbe-
lieve—it is my belief only, perhaps,
but I believe if that field under the
allowable that came out on the 16th
of this month—in other words, we
have got six wells over there, and
at the present time I think there is
slightly over thirteen hundred wells.
The way we are prorated, that would
be only one hundred and thirty thou-
sand barrels. Then they would be
competing against each other until
that oil would be worth sixty to
seventy-five cents a barrel, I believe,
in thirty days.

Q. If the wells that are now pro-
ducing over there were producing
their maximum limit commensurate
with sound oil field practice—I] don’t
mean any dissipating or wasting, but
all of them producing to their limit,
what would be the daily output in
that East Texas area, approximately?

A. 1 would not be surprised but
what that field would show around
three quarters of a million barrels
with the present wells, and maybe
nore.

Q. If all of the other wells in the
State outside of East Texas were
producing to their maximum, what
would they produce?

A. How much daily would they

produce?
Q. Yes,
A. I am not capadble of answering

that question; I am mnot familiar
enough.

Q. Suppose you make a guess
at it.

A. That's all it would be, & guess;

because of the vastness of Texas and

the producing fields in Texas, It

would be merely a guess.

Q. Well, T don't have any idea
of how much it is.

A, Well, what were they produc-
ing? I believe some place around
- eight hundred thousand barrels a
day; that is for the State,

Q. Eight hundred thousand a day
for the State; that is potential?

A. Oh, that word ‘‘potential” is a
word that I more or less think they
should stay away from. For example,
in the Yates Pool they claim to have
a potential of away up in the mil-
lions barrels, and I helieve the tes-
timony of Ray Richmond, who was
umpire at the time, when he was

it was prorated, | questioned he said that they could

Inot reduce voluntarily their allowable
|from 100,000 to 89,000, because in
producing 100,000 barrels a day the
water encroachment was coming in
and wells had gone to water.

Q. Do you think there is 800,000
barrels produced in the State outside
of East Texas—I1 won't say ‘‘poten-
tial,” but granting that the wells
were operating at flush flow?

A. ] imagine that the balance of
the State would produce half a mil-
lion barrels.

Q. Then, added to the three-quar-
ters of a million tor East Texas and
half a million for West Texaas and
the other parts of Texas would make
approximately a million and a gquar-
ter barrels in Texas daily?

A. Yes, sir.

Q. What would be the effect on
the market price, do you think, if
that production were permitted in
the State?

A. 1 don't see how the market
price could be any worse than it is,
but I imagine that Oklahoma and
the other states would produce oil
for the price we are receiving over
there, which they are more or less
doing at this time. That is too much
oil to be produced in this State,

Q. That is, from a standpoint ot
the market it will not absorb that
much?

A. 1 don't think it will,

Q. Al right. Then, Mr. Dufty,
do you think the Legislature should
consider economic waste?

A. Well, that is a question that I
don't feel I am—(answer interrupt-
ed,)

Q. And keep the allowable down
to an amount that the market could
reasonably absorb?
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I believe that would be an
to create a firmer

A,
ideal situation,
pries structure.

Senator Woodruff:
is all. .

I believe that

Questions by Senator Pollard.

Q. Mr. Duffy, don’t you know as
a matter of fact that we are produc-
ing one hundred thousand barrels of
oil less than produced a year ago?

A. Ezxclusive of East Texasg?

Q. Yes.

A. I don’t know that.

Senator Pollard: Well, that is true
according to the statistics we have
here.

Senator Cousins:
question.

I want to ask a

Questions by Senator Cousins.

Q. You say the weHs ought to be
prorated?

A. Yes.

Q. That they are about the same?

A. I am referring to East Texas.

Q. Yes, I am referring to East
Texas. Now, what is to keep a man
having a tract adjoining another
tract from going out and putting
down another well, if you are going
to allow so much per well—would
you limit them?

A. The real bone of contention
over there has been the small tracts.
Now, whether the big companies ad-
vocate one well to ten acres or not,
I believe it should be advoecated.

Q. Your idea is that there should
be one well to ten acres?

A. Yes, whatever their propor-
tionate share of the field is.

Senator Cousins: Thank you.

. The witness: I may state, if I may,
just what the Railroad Commission-
er—Mr. Parker, rather—told me was
responsible for these excessive tak-
ings above their proration allowable
over there, and the first thing that
came to mind would be that it would
make a case of possible collusion,
The Burton Drilling Company, for
~ exam-~lz, offsetting us on the south-
east, took out an injunction against
the Raiiroad Commission and there-
after produced their wells to ca-
pacity. Well, then, in turn, as the
unwritten law, as I said, it just works
as under this commission, and then
the next fellow, which was the Brit-
ish-American, and then Jones and the
Magnolia and all around there, and
we were sitting in there abiding by

proration and watching the oil go.

Q. Is there any.way to check
those wells, just assuming now {t
was a law with teeth in it, an en-
forceable law, to prorate those wells
under a system that would work out
perfectly good, with men enough—
how many men would it take to su-
pervise and watch production and
have .those people obey the law, as-
suming that they are all anxious to
sell?

A. In East Texas?

Q. Yes.

A. Well, at present it would re-
quire quite a number, I imagine, but
on the other hand the producer on
his lease-—he has men responsible
to him looking after his interests and
if the Humble Pipe Line might take
0il it is gauged in the presence of
the man in charge and he is given a
run ticket for that oil, and therefore
the pipe lines are not going to get
any more oil than they are entitled
to, and that is a check there.

Q. A check through the pipe line?

A.- Yes, sir. When turned into
the line the producer has his gauger
just as the pipe line has its man
there.

Q. Suppose they collude and run
at night, would you have to watch
them at night?

A. I suppose so, yes, sir.

Q. You would have to keep men
there at night?

A, Yes, sir.

Questions by Senator Woodruff.

Q. Just one further question, Mr.
Duffy. Do you know of any practices
over there of purchasers of oil or
the operators of leases, in order to
avoid an accurate and full account-
ing to royalty owners or land owners
and to the State of Texas, have by-
passes around the gauges?

A, That is only hearsay on my
part. I do not know from my own
actual knowledge.

Q. You don’'t know of that be-
ing done?

A. No, sir.

Q. Is it possible to do that?

A. It would be possible; it could
be done, if they would stoop to such
a low practice.

The Chairman: Any furthér ques-
tions, gentlemen? If not, Mr. Dufly,
I want to express to you our thanks
for the information you have given
us.
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Mr. Chairman: Mr. G. S. Rollin, of | their chances with investors In other

8t. Louis, with the Dutch Shell Cor-
poration.

(Thereupon, Mr. Rollin was sworn
by the Chairman.)

Mr. Rollin: Mr. Chairman, I am
not going to make a speech, but I
would like to read this brief state-
ment.

The Chairman of your House Com-
mittee sent a wire to Mr. E. G. Allen,
who is General Field Superintendent
of the Production Department of the
Shell Petroleum Corporation at Dal-
las, asking him to come to Austin to
testify before this Committee of the
House of Representatives. Mr. Allen

has been on his vacation in California .

for about two weeks, and in his ab-
sence I came down from 5t. Lonis
Friday to be of such service as pos-
sible to the Committee, and to answer
all questions coming within the pur-
view of my knowledge of the business.

If permitted. 1 should like to make
a brief statement. The problems of
the oil industry now before this body
should be treated quite framkly. In-
dustry in Texas is, 1 belteve, generally
somewhat overfearful of the anti-
trust laws of this State. This is due to
the feeling that these laws are very
stringent. but more particularly to the
fact that it is difficult, if not impos-
sible, for those who honestly want to
ohey the laws to obtain a ruling as
to the legality of any nproposed ac-
tion. It is quite certain that no con-
servation business or business man
wishes to become entangled with the
anti-trust laws of Texas with its at-
tendant unpleasantness, and therefore
industry has been bending backward
to avoid any chance of infringment,
and perhaps during these times of de-
pression this has resulted in some dis-
advantage to the interest of the peo-
ple of the State.

All this is to lead up to the point
that discussions with reference to the
economic ills of the oil industry have
been somewhat avoided, and, in par-
ticular, the word *“price” has been
more or less taboo. It seems to be
all right to talk about “costs,” I hope
prices can be mentioned before this
body without subjecting this witness
to suspicion of illegal intent,

It would be futile to suggest to you
that you should pass legislation to
protect or to increase oil values for
the beneflt of investors, stockholders
or any other ownerships in the oil
business. Such investors must take

lines of business, most of whom are
suffering seriously during these times
of depression. This is true even
though such legislation might re-
bound to the benefit of that portion of
the public dependent for its liveli-
hocd upon reasonable prosperity in
the o0il business. Nevehtheless it
would be legislation for the benefit
of a special class and not permissible.

But, gentlemen, I want to stress this
idea. which is not a new one, and 1
believe according to reports, has been
presented before this body and bhe-
fore the Senate: Crude oil and its
uses have become tinged with an im-
portant public interest which justifies
this body in passing legislation ade-
(uate to protect that public interest.

During times of great over-produc-
tion such as this, crude oil and its
products are turned to uses which are
uneconomic. It is turned into chan-
nels in which its intrinsic value is
not realized or recovered. Crude and
its products are no doubt by far the
cheapest source of mobile energy avail-
able to the public today. Despite the
vast reserve believed to be in sight,
every barrel now used is incapahle of
replacernent by natural sources within
generations or even ages to come.
Overproduction of crude leads to its
use for inferior purposes which is
economic waste and eventually you
may be sure will be against the public
interest.

Apparently, under the recent Fed-
eral Court decision, the State has no
regulatory control over economic
waste. The Railroad Commission can
consider only actual physical waste.
It may not be certain under the recent
ruling that they can take cognizance
of the underground wastes caused by
unrestrained and excessive production
which many operators are coming to
consider of prime importance.

Sometime, and this should come as
soon as possible, the general public
interest in prevention of economically
wasteful uses of crude oil will be rec-
ognized; and this interest will be pro-
tected by legislation if at all possible
under the Constitution of the State
and of the United States. It may well
be that regulation of the amount of
crude permitted to be raised within
the State would affect the price and
drive it upward to some extent. There-
fore, while conditions of over supply
last it no doubt should be within the
power and duty of any regulatory
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commission set up under such legis-
lation to protect the public against

too high prices by increasing the sup-
plies of crude allowed to go upon the
market whenever necessary to effect
this purpose. The proposal is not to
set prices directly for crude and its
products by a regulatory body, but to
so regulate the supply produced from
the ground, with the current demand,
that crude would not be used for in-
ferior purposes nor other economic
waste be permitted, which, if not pre-
vented, can only lead to the payment
of higher average prices by the pub-
lic for gasoline and the more valuable
petroleum produets. I would like to
repeat that I am presenting only ideas
which have previously been expressed
by others.

That is about all the statement I
have to make. The proposition is
merely if you make oil tight in the
State of Texas to the extent that it is
not used for economic purpoles, you
are protecting, I think, the interests
of the property, and you are getting
a, fair price for the producer, and as
for the company which I represent—
let’s speak generally—I think the in-
dustry has made money only when
prices of crude were reasonably high.
So far as I know, no purchasing com-
pany prefers to pay low prices for
crude, and the only reason they pay
low prices for crude is because it is
offered at low prices and they cannot

afford to pay more than other cor-|’

porations are paying. That is about
the situation you are confronted with.

Q. Mr. Rollin, what in your opinion
is ecrude 0il in East Texas,—you know
the guality of the oil, what is it reas-
onably worth at this time?

A. Well, if you are speaking of its
worth under the law of supply and de-
mand, it is worth about ten cents be-
cause that is what you can buy it for,
but I think it is too bad to sell it for
that. I think the public will pay
dearly for it later on in High prices
of gasoline. 1 don't know whether
thig proposal is the remedy, or not;
there is always more or less difficulty
with every remedy proposed because
it is an intricate subject, but the
commission that was empowered to

_prevent economic waste might think

if oil was worth a dollar a barrel in
which case they should undertake to
regulate the supply coming on to the
market until it brought approxi-
mately a dollar a barrel,—maybe it

is worth more than a dollar a barrel.
Neither Bast Texas oil, nor oil from
West Texas, nor anywhere else,
should be used in such a way that it
goes for inferior uses. In general the
principal use of oil should be to make .
gasoline, as far as you can make it,
and Iubricating oil it you can make it,
Some grades, of course, do not make
lubricating oil. It should be used as
little _as possible for fuel oil because
that is an inferior use for it.

Q. Mr. Holmes testified the qual-
ity of that oil being considered, and
the general market conditions, and
so forth, it was worth a dollar a
barrel,—should sell for that. Do
vou think he is right about it?

A. I think that oil ought to get
a dollar a barrel before the public
should feel that it was paying too
much for the products from such oil.
I think that oil should be selling
for a dollar a barrel before the pub-
lic feelg that it is being gyped, let
us say, by paying too much for gaso-
line.

Q. What shoud gasoline sell for?

A. That depends. There are a
lot of costs in gasoline besides the
cost of the crude oil that the public
pays that means no profit as far as
refining is concerned. You know
that, of course.

Q. I mean just what should it
sell for,—a dollar a barrel for crude
oil, what should gasoline sell for?
A. You can buy gascline at the
refinery for two or two and a half
cents, which is of course too low.
It leaves no profit for the refiner,
and I don’t believe even on ten cent
oil I doubt if they are making any
money when they pay the freight
rate and pipe line rate they are
charged with. You have to add to
that two and a half cents more
freight, to three cents, depending on
where it is going to go, maybe- four
cents in some places, and a cent and
a half to the distributor who is en-
titled to that much because he has an
investmeht in tankage and tank
wagons and has to hire men to dis-
tribute it, and the filling station
prices are never less than three
cents, and in many cases four cents,
and then of course you have your
tax. I don’t know what it figures
up to, but about ten or twelve cents
above the value of the gasoline at
the refinery. That is a rough way to
figure it, that is to try to get back
to your barrel of oil, but of course
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you have to figure the other products
of the oil,

Q. Does this
pipe line in Texas?

A. We have some pipe lines here,
but it is not the Shell Petroleum)
Corporation, with which it is afl'ili-'
ated, it is the Shell Pipe Line Com-:
pany. i

Q. You are an executive of your|
company? ‘

A. 1 am Vice President in charge
of production for the Shell Petro-
leum Corporation. |

Q. Is it your idea that what is|
known as the common purchaser act
in Texas should be rigidly enforced?
- A. I should think so. 1

Q. Does your company favor a
pipe line bill that would really put
cheap in the law so it would be en-!
forced?

A. I don't know what you mean
by pipe line bill because pipe lines
as a rule do not purchase any more
than railroads.

Q. Well, ratable takings?

A. Yes, I believe in that.

Q. Then your company would
have no objection to a fair ratable
taking bill?

A. No, sir,

Q. Is your opinion, Mr. Rollin,
if from the beginning the produc-
tion in East Texas pipe lines, or
purchasers of o0il or whoever it
should be had taken ratably would

you have had the present price con-
dition in East Texas?

A. I think you would have to go
further, vyou would have to put a
limit on the amount of oil offered.

Q. What limit would you place
on that?

A. I think perhaps that is a lead-
ing question, I mean I think it is
a question that should be decided
after a good deal of study to see
that none of such oil should go into
use for inferior purposes. Do you
see what I mean? I believe if we
had a hundred or a hundred and
tifty barrel outlet that oil wguld still |
be selling for fifty cents a barrel or
maybe a dollar a barrel, I don't
know,

Q. I belicve that Mr. Holmes tes-
tified that today they were produc-
ing approximately a hundred thou-
sand harrels of oil a day less than
they were a year ago, less than we
are consuming?

A. I believe that is true of the
last weekly statement, when the pro-

Shell operate a

ducers in Oklahoma City decided to
shut down until they got a better
price, they shut off a hundred thou-
sand barrels. We have been run-
ning, over the last vear and a half,
we have beeh running a little oil out
of storage,

Q. You have been producing less
from the wells than you consume?

A. Yes, sir, we have been ruon-
ning a little from storage.

Q. That being true, why is it
that the price of cil generally is one
third less than it was a year ago?

A. I think that is the same thing
as wheat prices; you still have a
heavy stock of wheat on hand and
there is a heavy crop coming in and
in the oil business 1 think you have
over-storage, I think we took out of
storage over a vear and a half some-
thing like forty millions barrels and
we have six hundred to six hundred
and fifty million barrels in storage,
and refined product, which does not
reflect vour story picture sufficiently
to meet the crude price. On the
other hand you have these tremend-
ous reserves that can be thrown on
the market indiscriminately at any
time.

Q. Let me ask you another ques-
tion. The price of crude oil is de-
termined to a great degree by the
law of supply and demand?

A. I think so.

Q. What ever, if any does it make
in arriving at the supply whether
the oil is in storage on top of the
ground or under ground?

A. I den't think it is very much
difference, if you know it can get
out without restriction.

Q. Then why will proration,
which simply keeps it underground
instead of above ground, affect the
price of oil?

A, What I am proposing is that
this State should regulate the
amount of oil that comes out of the
ground to the point where oil will
go up.

Q. And what would you recom-
mend?

A. That gets back to what I am
trying to tell you, that the Commis-
sion should determine how much oil
the market can absorb without using
crude oil for inferior purposes, I
think that is capable of being found
out.

Q. Would you make that regula-
tion on the basis of a hundred thou-
sand barrels less than was being con-
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sumed, so the storage tanks could be
emptied?

A. I don’t think it would do a
bit of harm. In the first place I
think it would be of material help
to 'the present prodaucefs and in
the long rum I think it would be
a help to the public by reason of

averaging prices for highly valuable

refined products.

Q. Now what part of the dally
supply would you allow to Texas,
Oklahoma, California and other oil
producing states, and what propor-
tionate part would you impert and
what part do you run out of stor-
age?

A. Well, that is a matter of allo-
cation by States. I think a fair way
to do that would be somewhat on
the basis of potiential preduction.
You are thinking of this Oil States
Advisory Committee?

Q. Not particularly. I just wanted
to know State by State.’

A. They have no method of alo-
cating State by State; the point is
the State should look after its own
interest. They should have the pur-
pose and idea of undertaking to
boost up its own prices without re-
ference to what they do in other
States. You are going to be limited
by what amount is put on the market
in the other States, if you can’t get
State agreement.

Q. Suppose the State of Texas
produces it production a hundred
thousand barrels a day, and. Gover-
nor Murray has his bridge guarded
and don’t allow any oil to come in
and he decreases his production a
hundred thousands barrels a d4ay,
what have you got?

A. You haven't got anything, and
if you turn three hundred thousand
barrels on the market you will see
what would happen. That is the
reverse of what happened in East
Texas.

Questions by Senator Purl,

Q. You said you are a Vice Pres-

ident of the production of the Dutch
Shell?
" A. No, the Shell Petroleum Cor-
poration.

Q. Have you any holdings in Van,
Texas?

A. Yes, sir, a small percentage,
I think it is 2.47 per cent of the
present production,

Q. Is your company a party to
the agreement whereby the Pure 0il

Company will operate that fleld for
a certain time?

A. Yes, sir,
Q. Is that a written .agreement?

A. I think it is a letter agree-
ment, and I am quite sure there is
a written contract.

Q. 'Who represénted your com-
pany with reference to that agree-
ment?

A.” I was in the conference with
reference to the arrangement of unit-
ization, and the President of our
company at that time was also there,
that was Mr. Daly.

Q. Was a copy of that agree-
ment ever filed with the Railroad
Commission of Texas as well as you
know?

A. We are not the operators of
the pool and I don’t know.

Q. Was each party of the con-
tract furnished a copy of the agree-
ment?

A. Yes, sir.

Q. Where would your copy be?

A, I think it is in the St. Louis
office, ’

Q. Would that:company have any
objection to turning over to the Com-
mittee a copy of it?

A. Well, I don't know, I would
neot have any objection myself, but
I would not have control of that
matter. I am not a lawyer. Should
a copy of that be filed with the Rail-
road Commission?

Q. When the question was
brought up, when Mr. Holmes was
on the stand the statement was made
by some Senator that it was perhaps
in the office of the Railroad Com-
mission?

A. I could not say, because we
are not the operators and it is up to
the attoerney to handle the legal end
of the matter.

Q. What was that agreement in
substance?

A, I cannot recall it in detail,
just roughly, but each proportionate
part of the area to be unitized was
alocated to the companies, I am quite
sure, on the bases of acreage, with
the understanding that later on re-
adjustment would be made on the
bases of productivity, on the produc-
tion of the pool, and the Pure 0Qil
Company had eighty per cent of the
pool, so it was agreed that that com-
pany should be appointed as the op-
erator.
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Q. Did your company agree that
you would not operate in that fleld?

A. No, sir, we held a producing
lease in the field outside of the
unitized area,

Q. What was the concession you
had to make in order to carry out
the contract?

A. We did not make any conces-
sion, we got in on the same basis as
everybody.

Q. What did you agree not to do
or to do”?

A. We agreed that the operation
of the property is in the hands of the
Pure Qil Company for the benefit of
the unitized bloci, but we happened
to have one or two leases outside of
the block, like some of the other op-
erators have.

Q. What was the advantage, 1f
any, do vou consider in making this
gort of agreement?

A. Particularly
cost of operation.

Q. And not to curtail the supply
in any way? .

A. None at all,

Q. It was statéd by another wit-
ness who testified here, if this is out
of order I will withdraw the ques-
tion, they said that the Dutch Shell
Company—is that any relation of
yours?

A. The Shell Petroleum Corpora-
tion is a subsidiary of the Shell
Union, which is a Delaware Corpora-
tion, and I suppose you know that 1t
is listed on the New York Stock Ex-
change. Something over a majority
of the Shell Union is owned by the
Dutch Shell group.

Q. It is stated that the Dutch Shell
is controlled by the British Gov-
ernment, and it is my further infor-
mation that under the laws of the
British government no alien can own
or purchase oil in the British terri-
tory, is that vour understanding?

A, It is my understanding that
the British Government has nothing
to do with the Duteh Shell. They
do have something to do with the
Asiatie Group.

Q. Do you know whether or not
it is true that an alien cannot own
or control oil in the British territory?

A. T don't know for sure, but I
think that that has been settled by
an investigation made by the United
States Government and I think the
Shell has been given a clean bill of

in reduction of

health, I think the records are avail-
able in the office at Washington,

Q. Will you make an effort, if it
is not inconsistent with the policy of
your company, to mail to this Com-
mittee a copy of that contract?

A. I will endeavor to get it, I
cannot promise it, because that is not
within my jurisdiction.

Questions by Senator Woodward.

Q. Your company is a subsidiary
to the Dutch Shell?

A. As I stated.

Q. And the Dutch Shell and its
other subsidiary companies are the
largest importers of crude oil into
the United States, aren’'t they?

A. T don't think that is so by a
long ways. They do import some.

Q. How much did you import in
19307

A. I don't know, I couldn’t state,
—that is the Shell Union perhaps.

Q. You said you were Vice Presi-
dent of your company?

A. Cf the Shcl! Petroteum Cor-
poration.

Q. Do you endorse as a public
policy of importing foreign oil into
the United States duty free?

A. That is a matter I think, I
think that is a political question and
is entirely up to the Government of
the United States, and the people of
the United States to settle. We do
not undertake to settle political ques-
tions at all.

Q. 1 say do you approve it?

A. I say as a means of conser-
vation, if yon want to save your oil,
one way to do it is to import oil for
the benefit of your own consumers,
however there are arguments on the
other side of the question.

Q. I was simply asking your own
view, I thought I would just ask you
if vou thought it was fair to import
oil, — — — —

A. I think it is debatiable. I
think the argument is sound, that
vou should import your crude in-
stead of using your own. Well, I
th'nk it is entirely debatable. As I
say, from a conservation standpoint,
I believe the argument is sound that
vou should import the crude you are
going to use, instead of using your
own reserve. However, you must
consider to some extent fairness to
vour local oil industry.

Q. If you imported oil, and con-
served all our owu oil, it would work
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a considerable hardship on the land
owner, wouldn’t it?

A. Absolutely.

Q. He wouldn't have any market
for his 0il?

A. No; not if they imported a
considerable quantity of it,

Q. That ig all.

Questions by Senator Berkeley.

Q. You stated that, in your judsg-
ment, it was beneficial to the oil in-
dustry to pay a good fair price for
crude oil?

A. I said that, because I am quite
sure statistics will bear me out that
the oil companies have made money
when the crude oil price was up, and
have lost money when the price was
low.

Q. You further stated the only
reason you are interested in purchas-
ing oil at the prevailing price scale
is because it was offered to you?

A. 1 mean our competitors are
purchasing it for that price, and we
cannot afford to pay more.

Q. How do you reconcile that
statement in view of the fact that the
consumer desires to get every dime
he can out of his product, but the
price is set by the postings of these
major companies?

A. The consumer of gasolme"

Q. I am talking about the oil.

A. Are you talking about the pro-
ducer?
Q.
of crude oil that is based upon the

postings of these major companies.

A. Not entirely, because in East
Texas until recently there was no
posted price there for quite a while.
The point of the matter is there was
8o much oil put on the market by
people who were ready to sell or who
had to sell. They were willing to seil
at a lower price, and there was
enough of that going on the market
to break the price structure down,
and it not only broke it down there,
but in other places. It was the
quantity of oil that came on the
market below the posted price, as I
see it, that broke the market down.

Q. But the consumer—

A. You mean, the consumer, or
purchaser?

Q. I am talking about crude oil—
the producer of that oil would very
much desire to get a dollar a barrel
for it?

A. Sure,

I am talking about the price

Q. Why didn’t he?

A. Because so much came on the
market. Producers were willing to
sell it, even if it went down, and it
went down, and down, until it got as
low as ten cents. If large quantities
of o0il come on the market at a low
price, it will drop it down.

Q. I thought the reason they sold
it for that ten cents was because they
could not get any more?

A. No; the posted price was so
much. As a matter of fact, for pur-
chasers there is a limit to what they
can take or want.

Questions by Senator Hopkins.

Q. In reference to the agreement
in the Van field, as an official of your
company, could you state when that
agreement was drawn and where?

A. I should say that agreement
was about two years old, something
like that—must be a year and a half
or two years old; and I don’t know
where it was drawn, perhaps in Chi-
cago, by the Pure,—I don’t reecall,
but I think the contract was passed
around for signature.

Q. It is your recollection it was
drawn in Chicago?

A. I don't say it wa.s, but prob-
ably it was drawn in Chicago; 1
could not say for sure; I said that
as a supposition, because the Pure
was the manager.

Q. And the Pure's principal home
office is in Chicago?

A. Yes, ‘
Q. Do you know what individual
drew the contract? Was it an offi-
cial or attorney for the Pure, or an
attorney for the Shell, or what indi-
vidual had the actual drawing of

that contract?

A. I don’t know of my own
knowledge who drew it.

Q. Do you know whether or not
that contract was a resulf of a con-
ference composed of representatives
of the operators in that field?

A. T don’'t think that there was a
common conference of everybody at
any time in connection with that
proposition at all. It was discussed
by one or two officials getting to-
gether to determine whether they
wanted to put their acreage into that
kind of pool.

Q. Was there any conference of
any magnitude composed of repre-
sentatives of major companies operat-
ing in that pool held at any time, to
your knowledge?
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A. Not to my knowledge. My
recollection of the conference we had,
I don’t think anyone was there rep-
resenting other companies, except
one or two Pure officials.

Q. The only conference you had
was one at which you attended com-
posed of officials of your company
and the Pure?

A, Yes, sir; that is my recollec-
tion.

Q. Where was
held?

A. T think it was in Dallas.

Q. Has there ever been any such
agreement of some sort to operate
& pool in this manner under the
unitization plan, known to you?

A. 1t differs in detail. The Ket-
tleman Hills, which has a unitization
plan, hag in effect the same purposes,
that is. economy of operation. I
think, however, it differs in detail.

Q. May I ask you whether or not
it was the purpose of the unitization
plan to stabilize the price? Was
that the purpose of it?

A. No.

Q. The purpose was to limit total
production of oil?

A. No. The purpose was to re-
duce the costs of operation.

Q. Just to reduce the costs of
operation?

A. Yes, sir.

Q. Then, the factor of produc-
tion—over-production or under-pro-
duction, did not enter into it?

A. No.

Q. Then, there was no intent,
primarily, in reaching the agreement,
to conserve the oil?

A. No; nothing of that kind, be-
cause the market was not discussed
at the time. The amount of oil to
be taken out of that was not dis-
cussed, and did not enter into the
contract,

Q. Following that line of thought,
is it necessary or advisable, in your
opinion, to conserve oil, as suggested
in this Legislature, that a unitization
plan be adopted in each and every
pool?

A. No, sir; {t is not necessary to
unitize at all. The purpose of unitiz-
ing Is to reduce your costs. 1 think
it is a very good plan, as it can’t
help but eventually benefit the pub-
lic, by reason of the fact that it re-
duces costs.

Q. I have understood you advo-
cated personally,-—-and perhaps re-

that conference

flected the attitude of your com-
pany—the powers of setting what the
market demand is should be given to
enforcing agencies of this State?

A. To the State of Texas, yes, sir.

Q. May I ask this question: In
your opinion, giving the power to
prescribe market demand, and bas-
ing production thereon, is in effect,
is it not, opening an avenue for the
setting of a price?

A. 1 think that is exactly what
would happen, except it would be
under Governmental supervision.

Q. Then you reflect the attitude
of your company in advocating a
State stabilized price in oil?

A. 1 think the people of the State
are entitled to supervision that will
get for them conservation of their
oil and minerals, and will get for
them a proper price for them.

Q. That leads to a State con-
trolled price setting scheme?

A. 1 think so, I don’'t mean they
should set a dollar a barrel, but they
can effect their purposes by regulat-
ing the supply coming on the market,

Q. To the extent of regulating
supply, it would indirectly regulate
price? :

A. That is right.

Q. Do vou think you would have
a workable conservation bill on oil
in the State of Texas without that
market demand feature in it, 80 as
to achieve the results you seek?

A, You can effect conservation to
an extent, as you already have, by
prevention of physical waste. That,
in a way, is conservation; but I don’t
see that it goes all the way in con-
servation.

Q. Then, unless legislation be
enacted at this time carrying the
market demand feature, you would
be of the opinion that the existing
laws wguld serve as adequately as a
new law could?

A. Yes; but I don’t think the
present law is sufficient to handle the
situation; we have so much over-pro-
duction, I don’'t know how long it
will continue.

Q. Any new legislation should
have included within it the market
demand feature in the hands of the
Commission?

A. ] don’t think it would be ef-
fective in curing the situation, unless
it does.

Q. You are familiar with the
common purchaser pipeline bill in
Texas? :
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A. That don't have anything to
do with that phase of the matter,
but in a gemeral may perhaps. I
haven’t read the bill.

Q. May I ask if your pipeline
corporation—that portion of your
group that handles the transporta-
tlon and purchasing of oil-—about
what per cent of the ofl carried
through its pipe lines is its own oil,
and what per cent is purchased from
others?

A. About fifty per cent.

Q. Fifty per cent of the total
amount run has been other than your
own o0il?

A, I think that is about right.
Qur production department operates
in Kansas, Oklahoma, Texas, Arkan-
sas, and Louisiana.

Q. You would not differentiate
between Texas, Oklahoma, and Kan-
sas, and so on?

A. I would not be able to give
you thg separate pércentages.

Q. If, in your opinion, that com-
mon purchaser and ratable taking
law were stringently enforced, would
it not achieve approximately the
same results in regard to total pro-
duction as could be obtained uvnder
the creation of a new agency to han-
dle that matter?

A, Offhand, I should say not,
without further study, because I
think it is a guestion of how much
oil is available to the market that
degermlnes whether the gituation is

going to be properly handled or not.
: Q. That is all.

Questions by Senator Poage.

Q. Who is the President of the
Shell Petroleum Association.

A. His name is Vanderwoodie.

Q. He lives in the United States?

A. He lives in St. Louis,

Q. As to this Shell Union, do you
buy any oil from them?

A, No; I am quite certain we
don’t. ’

Q. And the Shell Petroleum does
not import any oil?
A, We import from Mexico about
300,000 barrels a year; that is a lit-
tle less than 1000 barrels s day. We
use that for road asphalt purposes.

Q. You don't import, in a general
way?

A. No; we are exporters.

Q. Well, now, Mr. Rollin, do you
know anythmg a.bout the contracts
the Shell Union has, as to how they

acquire land in foreign countries,
whether under lease, government
concession, or purchase?

A. You are talking about the
Royal Dutch Shell, I suppose. The
Union Shell operates only in this
country and Canada.

Q. I am talking about the world-
wide organization. Mr. Holmes came
here and frankly told us all he knew
about his organization.

A. I want to do the same thing.
Q. I want to know how they
handle the Iimportations. If you

don't know it, I would like to know
who does know it.

Q. We know what we generally
speak of as the Shell as we gpeak of
the Standard and independents, ag a
very vague figure of speech; but whar
the layman calls the Shell oil inter-
ests does import oil into the United
States?

A. They import principally gaso-
line into the East Coast and export
out of the Gulf Coast.

Q. On the Gulf Coast, where
there are some subsidiary refineries.
Now, what we want to know ig, if
you know, and if not, we will have
to get somebody else, whether there
are provisions of the concessions un-
der which the Shell operates in for-
eign lands whereby they must com-
plete their operations within a lim-
ited period of years and sales of their
products must be made in a limited
number of years?

A. Well, I think that is true, but
I believe most of those concessions
that they have are rather long-lived;
that is my impression.

Q. As a general thing have you
an idea how long those concessions
might run?

A, I have no idea to the length
of life of those in Venezuela, but I
understand that some of the con-
cessions in Java and the East Indies
were for ahout seventy-five years,
and they have about fifty years to
run. .

Q. Is it possible that there are
some of the concessicns that will ex-
pire in eight or ten years, or do you
know about that?

A. 1Idon’t believe that ig true, be-
cause I don’t think they have been
in Venezuela very long, and in view
of what I am sure they would re-
gquire on g concession before they
would spend a lot of money on it

The Chairman: Any further ques-
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tions, Gentlemen? If not, I want to
thank Mr. Rollin for his patience
and express the appreciation of the
committee for his remaining over to
testify.

Thereupon at 6:45 o'clock p, m.
the committee adjourned, to recon-
vene after the Senate has finished
its business Tuesday morning, July
28, 1930, opening at 9:30 a. m.

TENTH DAY.

Senate Chamber,
Austin, Texas,
July 28, 1931.

The Senate met at 9 o'clock a, m,,
pursuant to adjournment, and was
called to order by Lieutenant Gov-
ernor Edgar E. Witt,

The roll was called, a quorum
being present, the following Senators
answering to their names:

Beck. Parr.
Berkeley. i’arrish.
Cousins. I’a.ton.
Cunningham. ioage.
DeBerry. Pollard.
Gainer. i‘url.
Greer. Rawlings.
Hardin. Itussek.
Holbrook. Small.
Hopkins. stevenson.
Hornsby. Thomason.
L.oy. Williamson.
Martin. Woodruff,
Moore, Woodul.
Neal, Woodward.
Oneal.

Prayer by the Chaplain.

Pending the reading of the Jour-
nal of yesterday, the same was dis-
rensed with on motion of Senator
Woodward,

Petitions and Memorials.
(See Appendix.)
Committee Reports.
({See Appendix.)
Bilis and Resolutions,
By Senator Purl:
S. B. No. 11, A bhill to be entitled
“An Act to amend Senate Bill No.

626, passed by the Regular Session
of the Forty-second Legislature by

adding thereio a new section to bhe
known as Section 1-A, providing for
the transfer of a sum of money in
the amount of $635.18 from one ap-
probriation to another appropriation
made in House Bill No. 397, passed
during the Regular Session of the
Forty-second Legislature, 1931, and
declaring an emergency.”

Read and referred to Committee
on Finance.

Simple Resolution No. 10,

Senator Williamson sent up the
foliowing resolution:

Whereas, The present Special Ses-
sion of the Legislature was called for
the specitic purpose of considering
legislation looking to the better con-
gservation of the State’s natural re-
sources; and

\Whereas, The length of said ses-
sion is fixed by the Constitution at
thirty days, of which fourteen have
now been consumed, and no legisla-
tion has vet been considered by the
Senate as a whole; therefore, be it

Resolved, That the State Affairs
Comutittee now conducting hearings
be directed to close said hearings not
later than Wednesday, July 29, and
to report pending bills at the earliest
date possible to the Senate for its
consideration.

WILLIAMSON.

The resolution was read.

Senator Pollard moved to lay the
resolution on the table subject to
call. The motion prevailed.

Appointment Announced.

The Chair announced the appoint-
ment of Otis Crow as an honorary
page of the Senate without pay.

Simple Resolution No, 11.

Senator Neal sent up the follow-
ing resolution:

Whereas, some twenty-five to sixty
members of Camp Waldemar, one of
the most popular girls’ camps in
Texas and the South, at Kerrville,
are to come to Austin today, and

Whereas, These representatives
come from many states of the Union,
and from many localities of Texas,
and

Whereas, of this

The members



